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OFFICE    OF    THE    LEGISLATIVE    AUDITOR 

PERFORMANCE   AUDIT   OF   STATE-OWNED 
AND    LEASED    LAND 

SUMMARY 

This  report  is  the  result  of  our  performance  audit  of  state- 
owned  and  leased  land.  We  reviewed  the  Department  of  State 
Lands'  management  of  trust  land  and  other  agencies'  management  of 
fee   land. 

Chapter  I  explains  the  organization  and  the  audit  scope  and 
describes   how  the  audit  was   conducted. 

Chapter  II  presents  background  information  on  trust  lands 
and  on  the  operations  of  the  Department  of  State  Lands  and  the 
Board  of  Land  Commissioners.  The  chapter  also  includes  informa- 
tion on  the  extent  of  the  state's  ownership  and   leasing  of  fee   land. 

Chapter  III  is  concerned  with  the  state's  trust  land.  The 
Department  of  State  Lands  (DSL)  is  responsible  for  managing  the 
surface  rights  on  approximately  5.1  million  acres  of  trust  land. 
Because  of  the  wide  distribution  of  trust  land  and  its  diverse 
characteristics,  DSL  faces  several  management  problems.  To 
alleviate  the  problems  due  to  geographical  distribution,  we  recommend 
DSL  establish  a  program  to  eliminate  unproductive  small  land 
parcels  and   to  consolidate  state   lands. 

State  law  directs  DSL  to  manage  state  lands  under  the  multiple- 
use  management  concept.  Multiple  use  is  defined  as  using  all  the 
various  resources  of  the  lands  in  the  combination  that  best  meets 
the  needs  of  the  people  and  the  beneficiaries  of  the  trust.  We 
note  in  the  report  that  individual  trust  land  parcels  are  generally 
not    used    for    multiple    purposes    other    than    the    leasing    of    surface 
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and  mineral  rights.  Therefore,  we  recommend  DSL  should  develop 
policies  and  a  plan  for  the  use  of  trust  lands  to  conform  with  the 
multiple-use  statute. 

In  reviewing  DSL's  administration  of  approximately  7,000 
grazing  leases,  we  noted  that  present  grazing  rates  are  not  maximiz- 
ing income  to  the  trust  fund  because  current  rates  are  below  fair 
market  value.  We  believe  DSL  should  raise  the  grazing  rate  to  a 
level  that  provides  the  "largest  .  .  .  reasonable  advantage  to  the 
state. " 

Another  way  for  DSL  to  maximize  the  trust  fund  would  be  to 
seek  competitive  bids  on  all  state  grazing  and  agricultural  leases  at 
the  time  of  issuance  or  renewal.  If  25  percent  of  the  minimum  rate 
grazing  leases  that  are  due  for  renewal  each  year  received  competi- 
tive bids  at  the  present  average  of  150  percent  over  the  minimum, 
an  additional   $47,000  would   be   raised   each   year. 

DSL  also  leases  state  forest  land  for  cabin  and  commercial 
sites.  The  rental  rates  for  these  sites  are  currently  set  at  less 
than  the  market  value.  We  recommend  that  DSL  adopt  rules  to 
establish  the  rates  at  5  percent  of  the  appraised  value  of  the 
property  without  improvements  to  help  maximize  the  trust  fund. 
We  also  make  this  recommendation  for  other  agencies  which  lease 
cabin   sites. 

To  address  the  issue  of  lessees  assigning  leases  to  other 
parties  for  monetary  consideration,  we  recommend  that  the  depart- 
ment exercise  one  of  two  options  to  ensure  compliance  with  laws 
and  regulations.  We  recommend  that  the  department  no  longer 
allow  for  assignment  or  charge  a  fee  commensurate  with  the  value 
of  the  assignment   privilege. 
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DSL  also  administers  approximately  6.2  million  acres  of  trust 
land  subject  to  mineral  leasing.  Over  5  million  acres  of  land  is 
leased  for  oil  and  gas  exploration.  In  fiscal  year  1981-82,  DSL 
collected  over  $8  million  in  oil  and  gas  royalties  and  almost  $20  mil- 
lion in  oil  and  gas  rentals  and  penalties.  We  note  in  the  report 
that  at  present,  DSL  is  not  actively  seeking  depth  leases  for  oil 
and  gas  exploration.  Only  two  depth  leases  have  ever  been  issued 
by  the  department.  To  increase  the  possibility  of  depth  leasing 
DSL  should  compile  and  advertise  a  list  of  land  available  for  depth 
leasing. 

DSL    is    not    completely    verifying    production    from   oil    and    gas 
leases    on     state    land.       In    fiscal    year    1981-82    DSL    received    over 
90  percent  of  its  mineral   royalty   revenue  from  oil   and  gas   royalties. 
DSL  should  develop  a   royalty  management  system  which  can   provide 
complete  accountability  for  all  oil  and  gas  production  on  state  land. 

It  is  questionable  whether  DSL  can  pursue  its  objective  to 
maximize  the  trust  with  present  staffing  patterns.  We  recommend 
DSL  develop  a  procedure  for  evaluating  staff  needs  in  order  to 
employ  sufficient,  qualified  staff  in  the  proper  areas  to  administer 
leasing  on  trust  land. 

In     addition,     DSL     needs     to     automate     its    land    and    mineral 
records   to  help  it  effectively  manage  trust  land.      Automation  would 
allow   DSL  to  quickly  access   land   information,    to  more  easily  process 
lease    payments    and    renewals,    and    to    have    greater   availability   of 
technical   information  on  oil   and  gas   leasing. 

Overall,  DSL  has  generally  served  in  a  custodial  role  in  the 
management   of   the   state's   trust    land.      DSL    should    develop   a  plan 
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to  provide  for  active  management  of  trust  land.  Implementation  of 
the  plan  could  require  legislative  direction  and  changes  in  staffing 
and  funding   patterns. 

Chapter  IV  examines  the  landholdings  of  agencies  that  own  a 
majority  of  fee  lands  in  Montana.  For  each  agency's  landholdings 
we  address  the  amount  of  land  controlled  and  current  use,  the 
reason  for  possession,    and  the  administration  of  leases. 

A  number  of  state  agencies  are  leasing  parcels  of  fee  land  to 
others  to  obtain  revenue  from  land  which  is  not  being  utilized. 
Some  of  the  leases  are  administered  by  the  agencies  and  some  are 
administered  by  DSL.  We  recommend  that  all  mineral  leases  be 
administered  by  DSL.  This  will  ensure  the  state  has  uniform 
mineral  leasing  policies  and  standardized  lease  rates  on  state  land. 
If  land  being  leased  to  others  is  related  to  the  mission  of  the 
agency,  or  there  are  specific  reasons  why  self-administration  is 
necessary,  we  recommend  the  surface  leases  be  administered  directly 
by  the  agency.  All  other  surface  leases  should  be  administered  by 
DSL. 

We  recommend  several  agencies  file  their  land  records  with 
DSL  to  complete  the  central  file  of  the  state's  fee  land.  For  other 
agencies  we  recommend  improvements  in  their  land  management 
systems  including  better  monitoring  of  leases  and  determining  the 
extent  of  the  agency's  land  ownership.  Some  agencies  have  excess 
land  that  should  be  disposed  of  because  it  is  no  longer  used  for 
the  agency's  mission. 

The  final  section  of  this  chapter  involves  the  definition  of 
state    land    and    the    requirement    for    DSL    and    the    Board    of    Land 
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Commissioners  to  "exercise  general  authority,  direction,  and  control 
over  .  .  .  state  lands  .  .  .  ."  The  definition  includes  much  of 
the  state's  fee  lands.  We  believe  some  agencies  included  under  the 
definition  should  continue  to  have  overall  management  authority 
over  their  lands.  In  addition,  our  recommendations  for  lease 
administration  on  fee  lands  do  not  always  follow  the  direction  set 
by  the  definition  of  state  lands.  For  these  reasons,  we  believe 
the  Legislature  should  clarify  the  definition  of  "state  lands"  and 
specify  the  role  of  DSL  over  the  management  of  fee  lands. 
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CHAPTER    I 
INTRODUCTION 

The  Legislative  Audit  Committee  requested  the  Legislative 
Auditor  to  conduct  a  performance  audit  of  the  acquisition,  manage- 
ment, and  disposition  of  state-owned  and  leased  land.  State-owned 
land  is  either  trust  land  or  fee  land.  Trust  land  is  land  granted 
to  the  state  by  the  U.S.  Government  for  the  support  of  common 
schools  and  land  grant  institutions.  Trust  lands  are  managed  by 
the  Montana  Department  of  State  Lands.  Fee  lands  are  parcels 
acquired  (owned  or  leased)  by  state  agencies  for  such  uses  as 
fishing  access  sites  and  highway  right-of-way.  Fee  lands  are 
generally  managed  by  the  acquiring  agencies. 
ORGANIZATION    OF    REPORT 

This  report  is  presented  in  four  chapters.  Chapter  I  intro- 
duces the  report  and  summarizes  the  objectives  and  scope  of  our 
performance  audit. 

Chapter  II  presents  background  information  on  the  operations 
of  the  Department  of  State  Lands  and  the  Board  of  Land  Commis- 
sioners. Included  is  a  description  of  the  history  and  use  of  both 
trust   lands  and   fee   lands. 

Chapter  III  gives  recommendations  to  increase  the  efficiency 
and     effectiveness    of    the    management    of    the    state's    trust    lands. 

Chapter    IV   examines  agencies'    handling  of  fee   lands.      Included 
are    suggested    improvements    in    land    record    keeping,    leasing   prac- 
tices,   and  overall    use  of  the   land. 


MANAGEMENT   MEMORANDUM 

In  addition  to  the  recommendations  stated  in  the  report,  we 
made  recommendations  in  eight  areas  using  management  memoran- 
dums. Our  recommendations  to  the  Department  of  State  Lands 
concerned: 

--rules  for   leasing   classified   forest   land; 

--backup  for  forestry  office  minicomputers; 

--backup  for  microcomputer  files; 

--control   over  microcomputer  uses; 

--control   over  gravel    permits; 

--rules  covering  temporary   licenses  for  easements;    and 

--record    keeping   for  temporary   licenses. 
We   also   made  a   recommendation   to  the  Department  of   Institutions  to 
enforce  the  conditions  of  a  water   use  agreement. 
OBJECTIVES   OF   AUDIT 

The  objectives  of  the  audit  were: 


1  .  To  determine  if  the  agencies  controlling  state-owned  and 
leased  land  are  achieving  the  results  intended  by  the 
Montana  Constitution  and  statutes  and  whether  the 
agencies  have  considered  alternatives  that  might  yield 
desired   results  at  a   lower  cost. 

2.  To  determine  if  these  agencies  are  managing  and  utilizing 
resources  economically  and  efficiently  and  to  identify  the 
causes  of  inefficiencies  or   uneconomical    practices. 

3.  To   determine   whether   these   agencies    are   complying    with 
laws   and    regulations   concerning   the  economic  and   efficient 
management  of  state   lands. 


SCOPE   OF    AUDIT 

The     audit     focused     on     the     effectiveness     and     efficiency     of 
agencies    that    control    state-owned    and    leased    land.      The  audit  was 


conducted  in  accordance  with  generally  accepted  government  per- 
formance auditing  standards.  In  reviewing  the  department's  and 
fee  land  agencies'  compliance  with  applicable  rules  and  regulations, 
we  found  that  these  agencies  could  improve  their  management  in 
several  areas.  These  improvements  are  addressed  in  recommenda- 
tions made  in  Chapters  III  and  IV.  For  those  rules  and  regulations 
not  related  to  effectiveness  or  efficiency  and,  therefore,  not  tested 
for  compliance,  nothing  came  to  our  attention  during  the  audit  that 
indicated   significant  agency   noncompliance. 

During  the  audit  we  visited  two  Department  of  State  Lands 
field  offices.  These  visits  included  examination  of  files  for  timber 
sales,  cabin  site  leases,  and  agricultural/grazing  leases.  We 
visited  land  parcels  to  confirm  information  contained  in  department 
records. 

At  the  Department  of  State  Lands  headquarters  office  in 
Helena  we  sampled  trust  land  records  and  examined  the  correspond- 
ing documentation  related  to  surface  and  mineral  leasing.  We  also 
collected  information  on  the  size  and  classification  of  these  parcels, 
on  the  income  derived  from  the  parcels,  and  on  department  field 
evaluations.  A  sample  of  surface  lessees  was  sent  questionnaires 
to  obtain  opinions  on  trust  land  management  and  to  confirm  depart- 
ment records.  We  also  reviewed  examples  of  the  department's 
resource  development   projects. 

We  contacted  other  western  states,  federal  agencies,  and 
commercial  land  owners  to  compare  their  land  management  practices 
to  Montana's.  We  also  contacted  land  user  associations,  oil  and 
gas  companies,  members  of  the  Board  of  Land  Commissioners,  and 
various   state  agency   personnel. 

3 


In     connection     with     fee     lands,     we     reviewed     land     inventory 
records     maintained     by     various     agencies,     data    contained     in     the 
state's   Property  Accountability  and   Management  System,    and    records 
filed    with    the   Department  of  State   Lands   and   with   the  Secretary  of 
State.      We  compared   these   records   with   each  other  and   with    records 
at    the    appropriate    county    clerk    and     recorder    office.       We    made 
on-site  visits  to  a   sample  of  fee   land   parcels   and   reviewed   agencies' 
land    management    practices,    such   as   leasing,    to  determine   if  any  of 
the   land  was   surplus. 

During  our  audit  we  issued  20  interim  audit  communications  to 
the  Department  of  State  Lands  and  to  fee  land  agencies.  Interim 
audit  communications  solicit  formal  responses  from  agency  manage- 
ment and  are  intended  to  inform  agencies  of  the  issues  during, 
rather  than  after,    completion  of  the  audit. 

Areas  related  to  state-owned  land  that  were  not  audited 
include: 


--Analysis    of    the    state's    use    of    buildings    and    the    long-range 
building   program. 

--Complete    evaluation    of    the    duties    and    responsibilities    of   the 
Board  of   Land   Commissioners. 

--Evaluation     of    the    need    for,     and    the    use    of,     funds    derived 
from  trust  lands  or  fee   lands. 

--Complete    examination    of    the    Resource    Development    Program. 

--Complete  examination  of  the  work  of  the   Forestry,    Reclamation, 
or    Central    Management    Divisions    of    the    Department    of    State 
Lands    (i.e.,    the   Forestry   Division's   fire  management  and   pest 
control    programs). 


We  did  not  test  controls  over  computer  applications  used  by  various 
agencies    in    their    land    record    keeping   and  management.      The  audit 


did     not    include    a     review    of    the    financial     status    of    any    of    the 
involved    agencies.      We    did    not   do    extensive    work   on    the    Depart- 
ment  of    Highways'    land    management    activities   because   its   right-of- 
way    function    was    recently    reviewed    in    our    July    1982    performance 
audit  of  the   Department  of   Highways'    Preconstruction   and   Construc- 
tion    Activities     (OLA     Audit  #81-17).       We    did     not    do    a    complete 
review    of    all    of    the    state's    fee    land,     partly    because    there    is    no 
complete   listing  of  fee   land.      Some  agencies   with   minor   landholdings, 
or    with    land    principally    used    for    buildings,    were    not    included    in 
the  audit. 
ISSUES    FOR    FURTHER    STUDY 

Issues  related  to  this  audit,  but  outside  our  audit  scope, 
merit  further  study.  They  are:  The  Department  of  State  Lands' 
Resource  Development  Program  and  the  state's  recording  of  fee 
lands.  These  issues  will  be  presented  to  the  Legislative  Audit 
Committee  in  a  separate  memorandum.  We  will  also  perform  a 
separate  performance  audit  of  state-owned   buildings. 


CHAPTER    II 
BACKGROUND 
State     lands    can     be    classified     as    either    trust     lands    or    fee 
lands.       The    information    presented    below    first    covers    trust    lands 
and     the    operations    of    the     Department    of    State    Lands.       This    is 
followed    by    a    discussion    of   fee    lands    and    the   agencies    controlling 
these   lands. 
TRUST    LANDS 

The  Congress  of  the  United  States,  by  the  Enabling  Act  of 
1889,  granted  to  Montana,  for  common  school  support,  sections 
sixteen  and  thirty-six  in  every  township  within  the  state.  In 
addition  to  common  school  support,  the  Act,  and  subsequent  acts, 
granted  acreage  for  other  educational  and  state  institutions.  The 
Act  further  provided  that  granted  lands  could  only  be  disposed  of 
at  public  auction   after   proper  advertising. 

The  Department  of  State  Lands  was  created  in  1927  to  admin- 
ister grazing  and  agricultural  trust  land.  Forested  land  was 
managed  by  the  Department  of  Natural  Resources  and  Conservation 
until  July  1,  1981,  at  which  time  the  functions  were  transferred  to 
the  Department  of  State  Lands.  The  head  of  the  Department  of 
State  Lands  is  the  Board  of  Land  Commissioners.  The  board 
consists  of  the  Governor,  the  Superintendent  of  Public  Instruction, 
the  State  Auditor,  the  Secretary  of  State,  and  the  Attorney  General 
The  Commissioner  of  the  Department  of  State  Lands  is  the  depart- 
ment's chief  administrative  officer.  The  commissioner  is  appointed 
by  the  Governor,  subject  to  Senate  confirmation,  and  serves  under 
the  direction  of  the   Board  of   Land   Commissioners. 


Board   of   Land   Commissioners 

The  board  exercises  general  authority,  direction,  and  control 
over  the  care,  management,  and  disposition  of  state  lands.  In 
exercise  of  these  powers,  the  guiding  principle  is  that  these  lands 
and  funds  are  held  in  trust  for  the  support  of  education  and  for 
the  attainment  of  other  worthy  objects  helpful  to  the  well  being  of 
the  people  of  this  state.  Statutes  specify  that  the  board  manage 
state   lands   under  a  multiple-use  management  concept. 

The  board  meets  once  a  month.  Applications  for  easements, 
timber  sales,  resource  development  projects,  mineral  leases,  and 
land  sales  and  exchanges  must  be  approved  by  the  board  before 
the  department  can  act  on  the  matters. 

Under  the  direction  of  the  board,  the  department  has  charge 
of  the  selection,  exchange,  classification,  appraisal,  leasing,  sale, 
or  other  disposition  of  state  lands.  The  department  collects  all 
moneys  payable  to  the  state  as  fees,  rentals,  royalties,  interest, 
penalties,  or  payments  on  mortages,  purchases,  or  leases  of  lands 
administered  by  the  department. 
Trust   Land    Funds 

Trust  land  funds  support  public  schools,  universities,  and 
other  educational  and  state  institutions.  Each  land  grant  has  a 
permanent  fund  (except  for  the  public  building  grant)  which  is  to 
remain  inviolate  for  the  purpose  for  which  it  is  dedicated.  Perma- 
nent funds  consist  of  money  received  from  land  sales  and  mineral 
royalties  (except  for  the  public  building  grant).  The  permanent 
fund  for  public  schools  also  receives  5  percent  of  the  interest  from 
the  public  school  fund  and  5  percent  of  the  income  from  the  leasing 
of  public  school   land. 
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Each  grant  also  has  an  income  fund  which  is  used  for  the 
maintenance  and  perpetuation  of  the  corresponding  university  or 
institution,  or  for  public  school  support.  The  income  fund  for 
each  grant  consists  of  money  from  leasing  the  land  (for  grazing, 
agricultural  purposes,  home,  cabin  and  commercial  sites),  from  the 
interest  earned  on  the  investment  of  the  permanent  fund  and  land 
sales,  from  mineral  lease  rentals,  and  from  other  income  from  the 
land  such  as  timber  sales.  Approximately  $54.8  million  was  earned 
as  income  in  fiscal  year  1981-82.  Money  from  the  income  fund  for 
public  schools  is  used  as  one  source  of  revenue  for  state  equaliza- 
tion  aid. 

The  following  chart  shows  the  original  grant,  the  acreage  re- 
maining, and  the  fund  balance  for  each  grant  as  of  June  30,  1982. 
The  fund   balance   is  the  permanent  fund. 


TRUST  LANDS  AND  FUND  BALANCE 
As  of  June  30,  1982 


Fund 

Public  School 
University  of  Montana 
Montana  State  University  - 

Morrill  Grant 
Montana  State  University  - 

Second  Grant 
Montana  College  of  Mineral 

Science  and  Technology 
State  Normal  School  -  (Eastern 

and  Western  Montana  Colleges) 
Deaf  and  Blind  Asylum  -  (School 

for  the  Deaf  and  Blind) 
State  Reform  School  -  (Pine  Hills 

School) 
Public  Buildings 
Veterans'  Home 
"Militia  Camp"  now  used  as  an 

Agricultural  Experiment  Station 
Agricultural  and  Manual  Training 

School 
State  Penitentiary 
Total 


Original    Acreage  as  of   Fund  Balance 
Grant  Acres   June  30,  1982   June  30,  1982 


5,188,000.00 
46,720.00 

90,000.00 

50,000.00 

100,000.00 

100,000.00 

50,000.00 

50,000.00 

182,000.00 

1,275.61 

640.00 

5,000.00 
9.75 


4,597,691.35 
17,981.25 

62,977.31 

32,408.31 

59,606.22 

62,890.00 

36,235.86 

68,744.01 

186,227.08 

1,275.61 

640.00 

5,000.00 
9.75 


$130,342,851.26 
1 ,221,298.69 

1 ,738,399.95 

1,278,697.06 

1,953,394.56 

2,330,627.17 

926,851.09 

943,651.80 
-0- 
8,398.47 

-0- 

-0- 

-0- 


5,863,645.36  5,125,037.00  $140,744,170.05 


Source:   Compiled  by  the  Office  of  the  Legislative  Auditor  from  department 
records . 

Illustration  1 


All  fines,  fees,  and  penalties  related  to  the  administration  of 
trust  lands  are  deposited  in  the  general  fund.  General  fund 
moneys  are  also  expended  in  connection  with  trust  lands.  Counties 
which  have  in  excess  of  6  percent  of  their  land  area  as  land  from 
which  the  state  derives  grazing,  agricultural,  or  forest  income, 
receive  state  land  equalization  payments.  The  payments  come  from 
the  general  fund  and  are  proportional  to  the  amount  of  taxes  which 
would    be    payable   on   the  county  assessments   if  the   land   was  owned 


by     a    taxpayer    of    the    corresponding    counties.       Sixty  percent    of 
this    money    goes    toward    funding    elementary    school    districts    and 
forty   percent  goes   to  county   road  funds. 
DEPARTMENT    OF    STATE    LANDS 

The  department   is  funded   by  general    funds,    earmarked    revenue 
funds,     and    by    federal    and    private    revenue    funds.       Some   of   the 
money    used    from    the    earmarked    revenue    fund    comes    from    income 
from  trust   lands  and   is   used  for  administering   and  funding    resource 
development  projects.      Illustration   2  shows  the  department's  expen- 
ditures  by   fund   for  the  past  five  fiscal   years. 

DEPARTMENT  EXPENDITURES 
Fiscal  Years    1977-78   to   1981-82 

Federal   and 


Fiscal 
Year 

General 
Fund 

Earmarked 
Revenue  Fund 

Private 
Revenue  Fund 

Total 

1981-82 
1980-81 
1979-80 
1978-79 
1977-78 

$4,961,976 
1,225,360 
1,196,221 
1,103,532 
1,031,204 

$2 

,099,277 
423,204 
305,325 
217,753 
290,063 

$5 

,326,923 
975,037 
494,396 
430,367 
394,804 

$12,388, 1761 
2,623,601 
1,995,942 
1,751,652 
1,716,071 

The    large    increase    is    due    to    the    forestry  program  which  was   under   the 
Department    of  Natural   Resources    and   Conservation  prior   to   July   1,    1982, 
and    to    higher    than    normal    expenditures     for    the    reclamation   program. 


Source:       Montana    Financial    Reports 

Illustration   2 

Department   Functions 

Approximately    187   FTE    are   employed    in    the    department's    five 
divisions.      The  divisions  are   reclamation,    central   management,    land 
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administration,  forestry,  and  field  operations.  The  audit  was 
principally  concerned  with  the  work  of  the  land  administration, 
forestry,    and   field  operations   divisions. 

Land   Administration    Division 

The  Land  Administration  Division  is  responsible  for  appraisal, 
supervision,  management,  and  development  of  non-forest  trust 
lands.  Field  inspections  are  conducted  to  insure  that  returns  on 
the  use  of  trust  lands  are  maximized  without  adversely  affecting 
the  land  resources.  The  Resource  Development  Program,  under 
this  division,  carries  out  land  development  projects  to  increase 
revenue  and  to  improve  or  preserve  the  value  of  the  land.  All 
right-of-way  easement  applications  are  processed  by  the  division. 
Division  personnel  approve  or  reject  all  lessee  requests  for  improve- 
ments and  conservation  work  to  be  done  by  lessees.  The  division 
coordinates  and  cooperates  with  state  and  federal  agencies  in  land 
use  programs,  evaluations,  and  wilderness  studies.  The  division 
also  issues  and  renews  grazing,  agricultural,  homesite,  oil  and 
gas,    coal,    other  mineral,    and   geothermal    leases. 

Forestry   Division 

The  Forestry  Division  is  responsible  for  state  trust  lands 
which  are  principally  valuable  for  timber,  for  the  growing  of 
timber,  or  for  watershed  protection.  The  division  conducts  timber 
sales  and  supervises  logging  on  trust  lands.  Christmas  tree 
permits,  and  post  and  pole  sales,  as  well  as  any  other  sales  of 
trust  land  forest  products,  are  handled  by  the  division.  Land  use 
authorizations  are  issued  by  the  division  for  cabin  sites,  grazing, 
and   commercial    sites   such   as   landfill   areas  and   sawmills. 
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The  Forestry  Division  administers  many  state  and  federal 
cost-sharing  programs.  These  programs  are  intended  to  improve 
natural  resources,  promote  the  wood  product  industry,  and  help 
protect  the  forest  from  insect  pests  and  disease.  The  Forestry 
Division   also  administers  a   fire  management  program. 

Field   Operations    Division 

The  Field  Operations  Division  coordinates  the  activities  of 
department  personnel  in  various  field  offices.  There  are  approxi- 
mately 74  field  personnel.  The  field  people  perform  both  forestry 
work  and  other  land  management  tasks.  There  are  land  field 
offices  in  Kalispell,  Missoula,  Helena,  Lewistown,  Billings,  and 
Miles  City. 
FEE    LANDS 

Fee  lands  are  those  which  the  state  owns  or  controls  through 
purchase,  gift,  or  lease.  The  land  is  usually  in  the  name  of  the 
agency  or  institution  which  administers  the  land.  Monetary  benefits 
received  from  selling  or  leasing  fee  land  go  either  to  the  agency 
controlling  the  land  or  to  the  general  fund.  In  most  cases,  fee 
lands  owned  or  controlled  by  state  government  agencies  have  a 
specific  purpose  such  as  campus  grounds  for  universities  and 
institutions,  water  conservation  projects,  or  fishing  access  sites. 
Major   Fee   Land   Agencies 

There  are  eight  state  agencies  plus  six  university  units  which 
own  significant  amounts  of  fee  land.  The  total  amount  of  owned 
fee  land  is  approximately  511,000  acres.  The  total  number  of 
acres  leased  by  state  agencies  and  university  units  is  approximately 
119,000  acres.  Illustration  3  identifies  the  major  agencies  which 
own   and    lease   land. 
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MAJOR  STATE  AGENCY-OWNED  AND  LEASED  LANDS 
(as  of  December  1982) 


Approximate 


Department  of  Fish,  Wildlife  &  Parks 
Department  of  Highways 
Department  of  Institutions 
Department  of  Natural  Resources 

and  Conservation 
Department  of  Agriculture 
Department  of  Commerce 
Department  of  Military  Affairs 
Department  of  Administration 

University  Units: 

Montana  State  University 
University  of  Montana 
Northern  Montana  College 
Montana  School  of  Mineral  Science 

and  Technology 
Eastern  Montana  College 
Western  Montana  College 
TOTAL 


Approximate 

1 

dumber  of 

Number  of 

Aci 

res  Leased 

Acres  Owned 

by 

the  Agency 

221,450 
163,760 

103,350 

"°-   4 

5,155 

38 , 600 

33,400 

215 

-0- 

-0- 

440 

935 

150 

4 

55 

-0- 

29,9003 

8,480 

22,420 

-0- 

100 

-0- 

56 

-°-   4 

615 

80 

35 

1 

510,661 

118,540 

Does  not  include  excess  right-of-way  or  administrative  site  acreages 
which  are  not  available  in  department  records. 

2 
Does  not  include  6,000  acres  of  mineral  rights. 

3 
Only  includes  the  Agricultural  Experiment  Station.   Total  acreage 

of  other  MSU  land  is  not  available  in  university  records. 

4 
Does  not  include  trust  land  leases  that  have  been  subleased  to 

others . 

Source:   Compiled  by  Office  of  the  Legislative  Auditor  from  agencies' 
records 

Illustration  3 


In  many  cases,  state  agencies  lease  land  to  others  if  they  are 
not  using  the  land  themselves.  The  types  of  leases  include  surface 
leases    for    grazing    or    agricultural    purposes,    oil    and    gas    leases, 
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and  other  types  of  natural  resource  leases  such  as  timber  harvests. 
The  types  of  leases  entered  into  by  state  agencies  are  discussed  in 
Chapter   IV. 

Land   Acquisition   and    Disposition 

Several  state  agencies,  as  well  as  the  university  units,  have 
the  authority  for  acquisition  and/or  disposition  of  fee  lands.  The 
Department  of  Fish,  Wildlife  and  Parks,  the  Department  of  Highways, 
and  the  University  of  Montana  are  the  most  actively  involved  in 
land  acquisition.  Agencies  can  acquire  land  by  either  purchasing 
it  or  leasing  it.  The  Department  of  Fish,  Wildlife  and  Parks,  the 
Department  of  Highways,  the  Department  of  Institutions,  and  the 
Department  of  Natural  Resources  and  Conservation  are  the  agencies 
most  actively  involved  in  the  disposition  of  land  through  sale  or 
lease. 

Administration  of   Fee   Lands 

The    Department    of    State    Lands,    the    Secretary    of   State,    and 
the     Department    of    Administration    are    involved    in    some    way    with 
other    agencies'    fee    lands.       The    Secretary    of    State    is    responsible 
for  filing   and  maintaining   all    deeds  and   conveyances  for   state-owned 
land . 

The  Department  of  Administration  administers  a  property 
control  system.  The  Property  Accountability  and  Management 
System  (PAMS)  requires  state  agencies  to  submit  information  to  the 
department  concerning   the   location   and   value  of   land   and   buildings. 

The  Department  of  State  Lands  is  associated  with  state  agency 
and  university  unit  fee  lands  in  two  ways.  Every  state  agency 
holding,     leasing,    or   administering    real    property    is    required   by   law 
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to  furnish  the  Board  of  Land  Commissioners  with  information  concern- 
ing their  property.  The  information  includes  the  legal  description, 
when  the  property  was  acquired,  where  the  deeds  are  located,  and 
the  name  of  the  state  agency  holding  the  property.  The  Board  of 
Land  Commissioners  is  to  maintain  a  central  filing  system  of  all  real 
property  held  by  state  agencies.  Real  property  is  defined  as  all 
land  surface  or  subsurface  and  property  attached  or  affixed  to  the 
land   such   as   buildings. 

The  Department  of  State  Lands  is  also  involved  in  fee  lands 
because  of  jurisdiction  by  the  Board  of  Land  Commissioners  over 
lands  owned  by  other  state  agencies.  Section  77-1-202,  MCA, 
states  the  board  shall  exercise  general  authority  and  control  over 
the  management  of  state  lands.  "State  land"  is  defined  as  all  land 
deeded  to  the  state  with  the  major  exception  of  building  sites, 
campus  grounds,  and  experimental  lands  of  state  institutions. 
There  is,  however,  no  firm  definition  of  what  constitutes  campus 
grounds  or  experimental  lands.  Based  upon  the  interpretative 
nature  of  this  law,  those  agencies  without  specific  statutory  authority 
to  administer  their  own  lands  have  turned  over  administration  to 
the  Department  of  State  Lands.  Some  agencies  that  have  statutory 
authority  have  also  sought  administrative  help  from  the  Department 
of  State  Lands.  In  some  cases,  agencies  have  retained  all  or 
partial  control  of  their  landholdings  which  has  resulted  in  adminis- 
tration of  land  by  both  the  agency  and  the  Department  of  State 
Lands.      This   is   discussed   further   in   Chapter    IV. 
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CHAPTER    III 
TRUST    LANDS 
Our   review  of  trust   lands   revealed   several   areas   where   improve- 
ments    could    be    made    to    increase    the    effectiveness    of    trust    land 
management.       The    following    areas    are    presented    in    this    chapter: 

--Land   Management; 

--Surface   Leasing; 

--Forest   Management; 

--Mineral    Leasing; 

--Computerization;    and 

--Summary   and   Conclusion. 

Many    of  the   issues  and   subsequent   recommendations   presented 
are    related    to    the    requirement    for   the    Department   of    State    Lands 
to  maximize  the   trust  fund. 
LAND   MANAGEMENT 

The  department  is  responsible  for  managing  the  surface  rights 
on  approximately  5.1  million  acres  of  trust  land  covering  all  or 
parts  of  over  12,500  sections  of  land  in  Montana.  There  are 
approximately  9,000  surface  leases  on  these  sections  of  land. 
Because  of  the  wide  distribution  of  trust  lands  and  their  diverse 
characteristics,  the  department  is  faced  with  several  management 
problems.  The  department  could  improve  its  effectiveness  in  the 
areas  of: 

--management  of  small    parcels; 

--field   staffing;    and 

--multiple-use  management  of  trust   lands. 
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Management  of  Small    Parcels 

A  review  of  the  department's  trust  land  records  revealed  that 
the  department  manages  at  least  165  parcels  of  land  which  are  less 
than  40  acres  each.  Thirty-five  of  the  165  parcels  that  were 
identified  are  less  than  ten  acres  and  nineteen  parcels  are  less 
than  five  acres.  Additional  small  parcels  are  located  throughout 
the  state,  but  are  grouped  with  other  trust  lands  on  the  same 
sections  and  therefore  cannot  be  identified  separately  on  the 
department's   computer   listing. 

In  a  sample  of  20  of  the  small  parcels  we  found  seven  were 
not  leased  and  in  five  cases  the  annual  rental  amount  paid  to  the 
department  was  $10  or  less.  These  figures  indicate  that  many  of 
the  state's  small  isolated  parcels  are  unproductive  (i.e.,  unused  or 
unprofitable);  yet,  the  department  has  not  specifically  evaluated 
the  productivity  of  small  parcels  and  has  not  recommended  the 
board  use  its  authority  to  eliminate  unprofitable  lands  from  the 
surface   land    inventory. 

Present  statutes,  sections  77-2-201  to  203,  MCA,  state  the 
board  may  exchange  land  with  the  United  States,  counties,  or 
private  land  owners  provided  these  lands  are  of  equal  or  greater 
value  than  the  state  land  and  are  as  closely  as  possible  equal  in 
area.  The  statutes  also  state  that  priority  will  be  given  to 
exchanges  resulting  in  consolidating  state  lands  into  more  compact 
bodies.  In  addition,  section  77-2-301,  MCA,  invests  the  board 
"with  the  authority  to  decide  .  .  .  what  state  lands  are  to  be 
offered  for  sale  ...  as  the  best  interests  of  the  state  may  appear 
to   require." 
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The  department,  with  the  board's  approval,  should  begin  a 
formal  program  to  remove  unused  and  unprofitable  small  land 
parcels  from  the  state  land  inventory.  The  major  steps  of  such  a 
program  could   be  to: 

--Evaluate  all   small    land   parcels  for  productivity. 

--Identify   unused   and   unprofitable  tracts. 

--Familiarize    the  board   with    land   sale  and   exchange   procedures. 

--Remove    unproductive    parcels    from    the    state    land    inventory. 

Some  of  the  benefits  of  the   program  would   be: 

--Reduction      of      administrative      costs      (record      keeping,      field 
evaluation,     appraisal,     land     classification,     inspection,     etc.). 

--Elimination    of    parcels    with     potential     access     problems    (i.e., 
isolated   parcels). 

--Development  of  procedures  to  be  used  in  the  future  to  consoli- 
date state  lands  into  more  manageable  blocks  as  per  state 
statutes. 

Through  land  sales  and  exchanges  the  department  could 
consolidate  its  landholdings.  State  lands  would  be  organized  into 
more  manageable  units,  would  provide  area  offices  with  better 
management  opportunities  and  fewer  conflicts  over  access  with 
private  landowners,  and  would  create  a  resource  base  equal  to  or 
better  than  the  present  statewide  "checkerboard"  pattern.  As  an 
example  of  the  checkerboard  pattern,  Illustration  4  shows  a  portion 
of  the  state  around  Broadus  and  the  present  distribution  of  trust 
lands. 
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State  Trust  Land  Near  Broadus 


Source:  Bureau  of  Land  Management  Map,  1978. 
Illustration  4 
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Department  officials  indicated  that  small  parcels  have  not  been 
sold  because  the  board  has  had  a  policy  of  not  selling  state  land 
since  the  1960s.  However,  a  new  land  exchange  policy  has  been 
approved  by  the  board  and  the  department  will  be  considering  land 
exchanges  in  the  future.  The  new  policy  provides  for  land 
exchanges  with  one  objective  being  to  consolidate  state  land  to 
increase  revenue  and  decrease  administrative  costs.  Another 
objective  is  to  divest  state  land  which  is  difficult  to  manage  because 
of  isolation,  access,  or  conflicts  with  adjacent  uses.  Department 
officials  agree  that  consolidation  of  state  lands  into  more  manageable 
tracts   should   be  a  goal  of  the  agency. 

RECOMMENDATION   #1 


WE     RECOMMEND    THE    DEPARTMENT    ESTABLISH    A    PROGRAM 
TO     REMOVE     UNPRODUCTIVE     SMALL     LAND    PARCELS     FROM 
THE   STATE    LAND    INVENTORY    AND   TO   CONSOLIDATE   STATE 
LANDS    INTO   MORE   MANAGEABLE   TRACTS. 

Field  Staffing 

Currently  74  FTE  are  working  in  the  department's  six  area 
land  offices.  These  personnel  perform  most  of  the  administrative, 
clerical,  and  field  functions  for  surface  leasing  on  state  land.  The 
area  offices  manage  approximately  5.1  million  acres  of  trust  land. 
Our  review  of  department  land  management  procedures  indicates 
that  present  area  offices  do  not  have  staff  in  the  proper  positions 
and,  in  most  cases,  do  not  have  the  right  types  of  staff  to  manage 
the    predominant   land   types.      Until    recently  the  department  did   not 
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have  a   planning   system  for  evaluating   program   needs  and  for  tying 
those  needs  to   FTE   levels,    budgets,   and  work  plans. 

Our    review    noted    the    following    practices   of   department   field 
operations. 


-The  department  employs  five  land-use  specialists  to  perform 
field  evaluations  and  related  work  on  approximately  4.7  million 
acres  of  non-forest  state  land.  Field  evaluations  are  on-site 
assessments  of  present  and  potential  agricultural  and  grazing 
levels  and  land  management  needs.  Specialists  also  perform 
range  surveys,  review  land-use  practices,  assist  in  the 
inspection  of  mineral  leases  for  compliance,  conduct  agricul- 
tural lands  analysis,  and  perform  on-site  inspections  on 
applications  required  for  easements  and  land  exchanges  or 
sales.  Each  year  each  specialist  evaluates  approximately 
175  leases  comprising  about  280  parcels.  Evaluations  can  only 
be  done  during  7  months  of  the  year  (primarily  growing 
season).  They  are  often  time-consuming  and  usually  permit 
only  a  brief  review  of  limited  lease  sites.  Tracts  are  often 
inaccessible  by  present  roads  and  specific  parcels  are  hard  to 
locate.  Consequently,  land-use  specialists  cannot  conduct 
field  evaluations  in  a  manner  that  best  benefits  the  state  and 
they  cannot  always  perform  other  necessary  tasks  to  manage 
the   land. 

-Twenty-three  FTE  conduct  the  operations  for  the  Central, 
Northeastern,  Southern,  and  Eastern  Land  Areas  which  together 
total  4.6  million  acres  of  primarily  agricultural  and  grazing 
land.  These  staff  provide  agricultural,  range,  reclamation, 
equipment  maintenance,  and  clerical  expertise  in  conducting 
area  field  operations  for  the  department.  Thus,  23  out  of  74, 
or  30  percent,  of  all  area  office  personnel  must  administer 
90  percent  of  the  total  acreage  of  state  trust  lands.  This 
also  indicates  that  a  large  majority  of  personnel,  51  FTE,  or 
70  percent  of  all  area  staff,  are  located  in  the  forested  north- 
western and  southwestern  areas.  These  staff  perform  duties 
that  are  primarly   forestry-related. 

-Only  2.5  FTE,  the  area  manager,  a  land-use  specialist  (shared 
with  the  Southern  Land  Area)  and  a  half-time  secretary 
manage  the  950,000  acres  of  the  Eastern  Land  Area.  This 
means  the  area  manager  and  the  shared  land  use  specialist 
each  administer  about  500,000  acres.  The  area  manager 
exercises  supervisory  authority  for  department  field  activities 
which  may  include  administration  of  land  improvement  and 
development,  reclamation  of  land  impacted  by  mineral  develop- 
ment, grazing  and  agricultural  leases,  oil  and  gas  leases,  and 
right-of-way  across  state  lands  and  for  access  to  state  lands. 
The      land-use     specialist     performs     agricultural     and     grazing 
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analysis,  range  management,  inspections  of  mined  areas  need- 
ing reclamation  work  and  other  related  field  duties.  Although 
the  Eastern  Land  Area  has  considerable  oil  and  gas  and 
mining  activity  on  state  land,  there  are  no  staff  with  expertise 
in  oil  and  gas  leasing  or  mine  reclamation.  Department  adminis- 
tration acknowledges  this  type  of  problem  is  common  to  the 
Central,    Southern,    Northeastern,    and    Eastern  offices. 


Present  state  statutes  mandate  that  school  trust  land  be 
managed  "to  secure  the  largest  measure  of  legitimate  and  reasonable 
advantage  to  the  state."  The  department  cannot  act  in  the  best 
interest  of  the  state  and  cannot  place  state-owned  lands  to  their 
highest    and    best    use    using    present   department    staffing    patterns. 

The  department  should  adopt  a  formal  systematic  procedure 
for  evaluating  area  land  office  staff  needs.  The  department,  on  a 
regular  basis,  should  request  from  its  area  managers,  a  description 
of  actual  field  activity,  and  the  level  and  type  of  staff  each  area 
land  office  requires  for  its  particular  operation.  Using  this  infor- 
mation the  department  can  establish  realistic  requests  and  can 
provide  justification  for  field   personnel. 

Department  officials  responded  that  all  divisions  and  area 
managers  will  soon  be  drafting  their  management  objectives  for  the 
next  biennium.  They  stated  this  process  will  allow  the  department 
to  evaluate  work  capability  at  current  staffing  levels  and  what 
staffing  level  would  be  needed  to  modify  present  programs  or  enact 
new  programs. 

RECOMMENDATION   #2 

WE     RECOMMEND    THE    DEPARTMENT    DEVELOP    A    PROCEDURE 

FOR    EVALUATING    FIELD   STAFF    NEEDS. 
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Multiple-Use   Management  of   Trust   Lands 

Montana   law   (77-1-203,    MCA)   directs   the  department  to  manage 
state     lands     under     the     multiple-use     management     concept.        This 
statute  was  enacted   in   1969  upon  the   recommendation  of  the  Commit- 
tee   on    the    Diversified    Uses    of    State    Lands.      This    committee   was 
appointed     in     1967    under    Senate    Joint     Resolution   19    of    the    40th 
Montana    Legislative  Assembly. 

Multiple  use  of  state  land  is  defined  as  using  all  the  various 
resources  of  the  lands  in  the  combination  that  best  meets  the 
needs  of  the  people  and  the  beneficiaries  of  the  trust.  If  a  parcel 
with  one  classification,  for  example  grazing,  has  other  multiple 
uses  or  resource  values,  then  it  should  be  managed  to  maintain  or 
enhance  these  multiple-use  values.  "Other  multiple  uses  or  resource 
values"  include  recreation  use,  wildlife  use,  public  use,  aesthetic 
values,  and  cultural  values.  The  department  does  not  have  a 
management  plan  for  the  multiple  use  of  state  land.  Individual 
trust  land  parcels  are  generally  not  used  for  multiple  purposes 
other  than    the   leasing  of  surface  and   mineral    rights. 

Department  officials  stated  that  state  trust  lands  are  being 
used  for  multiple  use.  There  are  grazing  leases,  agricultural 
leases,  oil  and  gas  leases,  metalliferous  and  non-metalliferous 
leases,  gravel  permits,  and  coal  leases  that  would  indicate  multiple 
use.  However,  these  uses  were  present  before  the  enactment  of 
the  multiple-use  statute  and  generally  do  not  constitute  multiple 
use  of  the  surface  rights  of  individual  parcels.  In  addition,  these 
uses  do  not  cover  the  "other  multiple  uses  or  resource  values" 
discussed   above. 


23 


Partly  in  response  to  the  enactment  of  the  multiple-use  statute, 
the  department  conducted  an  inventory  of  state  trust  land  to 
determine  the  recreational  potential  of  the  land.  The  inventory 
was  started  in  1971  and  finished  in  1979.  From  this  study  some 
fishing  access  sites  were  identified  and  leased  by  the  Department 
of  Fish,  Wildlife  and  Parks  for  public  enjoyment.  The  inventory 
does  not  identify  other  specific  recreational  or  public  uses  and 
nothing   else   has   been  done  with  the   inventory. 

Arizona,  California,  Wyoming,  Oregon,  Washington,  Utah,  and 
Idaho  have  some  multiple  use  of  their  trust  land  by  allowing  the 
public  to  use  trust  land  for  various  purposes,  while  still  having 
the  normal  surface  and  mineral  leasing.  For  example,  New  Mexico 
leases  trust  land  to  the  New  Mexico  Department  of  Game  and  Fish 
for  a  penny  an  acre.  Rental  charges  for  the  land  are  passed  onto 
the  hunters  through  hunting  license  fees.  The  Department  of 
Game  and   Fish   polices  the  hunters. 

The  Department  of  State  Lands  has  not  opened  trust  land  to 
recreational  or  public  use  and  does  not  have  a  plan  on  how  to 
implement  such  use.  The  department  should  investigate  other 
states'  policies  and  plans  concerning  multiple  use  of  trust  land. 
The  department  should  then  develop  policies  and  a  plan  for  the 
use  of  trust   lands  to  conform  with   the  multiple-use  statute. 

RECOMMENDATION   #3 

WE      RECOMMEND     THE     DEPARTMENT     DEVELOP     PLANS     AND 

POLICIES    FOR    THE   MULTIPLE-USE   OF    TRUST    LAND. 
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SURFACE    LEASING 

The  Land  Administration  Division  of  the  Department  of  State 
Lands  is  responsible  for  managing  land  which  is  principally  valuable 
for  grazing  or  agricultural  production.  This  division  administers 
approximately  4.7  million  acres  of  non-forest  trust  land.  Approxi- 
mately 9,000  leases  are  currently  issued  for  grazing,  agricultural 
production,  or  other  purposes,  such  as  homesites  and  farmyards 
as   shown    in    Illustration   5. 

LAND  ADMINISTRATION  DIVISION  LEASES 

Number 

Type   of  Lease                                         of   Leases  Acres 
Grazing 

Minimum  Rental                                         5,427  3,153,210 

Competitive   Bid                                             284  159,282 

Total                                                      5,711  3,312,492 

Agricultural 

Minimum  Rental                   804  200,061 

Competitive  Bid  20  7,323 

Total                       824  207,384 

Grazing  and  Agricultural 

Minimum  Rental  1,641  747,081 

Competitive  Bid  402  217,656 

Administrative  Rate  113  56,863 

Total  2,156  1,021,600 

Special  Leases  (homesites, 
farmyards,  city  lots)  209  10,241 

Other2  _95  119,185 

Grand  Total  8,995  4,670,902 

Rate  set  by  Board  of  Land  Commissioners  or  Commissioner  based  on 
a  hearing. 

2 
Leases  not  classified  under  any  of  the  above  four  categories 

because  of  the  department's  billing  procedures. 

Source:   Compiled  by  the  Office  of  the  Legislative  Auditor  from 
department  records. 

Illustration  5 
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The  rental  of  grazing  land  is  dependent  upon  the  animal-unit- 
months  (AUM)  the  land  can  sustain.  An  animal-unit-month  carrying 
capacity  is  defined  as  the  amount  of  natural  feed  necessary  for  the 
complete  subsistence  of  one  animal  unit  for  one  month.  One  animal 
unit  means  one  cow,  one  horse,  five  sheep  or  five  goats.  Agricul- 
tural land  rentals  are  based  on  a  share  of  the  crop.  The  state 
receives  at  least  one-fourth  of  the  annual  crops  or  the  usual  land- 
lord's share  prevailing  in  the  district,  whichever  is  greater. 
Homesite  and  farmyard  rental  rates  are  established  by  the  depart- 
ment.     Lessees   are   billed   yearly  for   rentals. 

Most  leases  are  issued  for  a  ten-year  period.  In  the  five-year 
period  1979-1983  the  department  was  authorized  to  issue  four, 
five,  or  six  year  leases  to  achieve  uniformity  in  the  number  of 
lease  renewals  per  year.  Homesite  and  farmyard  leases  are  issued 
for  15  year  periods.  Prior  to  the  renewal  of  a  lease,  a  land-use 
specialist  inspects  the  land  to  determine  its  general  condition  and 
the  carrying  capacity  of  the  grazing  land.  The  current  lessee  will 
be  notified  of  any  changes.  A  new  lease  will  be  issued  to  the 
lessee  if  he  still  wants  the  lease  and  if  there  were  no  other  people 
interested  in  the  land.  If  there  are  other  bids  for  the  land  the 
current  lessee  will  be  notified.  The  current  lessee  can  match  the 
high  bid  and  retain  the  lease.  If  the  current  lessee  does  not 
match  the  high  bid,  the  new  lessee  must  pay  the  old  lessee  for  the 
reasonable  value  of  any  authorized  improvements  the  latter  put  on 
the  land.  The  department  does  not  advertise  when  leases  are  due 
for   renewal. 
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The    following    sections    contain   discussion   and    recommendations 
relating    to    grazing    rates,     bidding    and    assignment   of    leases,    and 
fees  charged   by  the  department. 
Grazing    Rates 

Present  grazing  rates  are  not  maximizing  income  to  the  trust 
fund  because  the  department  charges  below  the  fair  market  value 
for  its  leases.  The  board  is  required  to  "administer  this  trust  to 
secure  the  largest  measure  of  legitimate  and  reasonable  advantage 
to  the   state"      (section   77-1-202,    MCA). 

The  state's  minimum  grazing  rate  is  based  upon  the  average 
price  per  pound  of  beef  cattle  on  the  farm  in  Montana  for  the 
previous  year.  This  amount  is  multiplied  by  six  to  determine  the 
minimum  charge  per  AUM.  A  minimum  rental  rate  of  $2.97  per  AUM 
will  be  charged  in  1983.  The  rate  for  1982  was  $3.47  per  AUM. 
The  department  only  charges  the  minimum  rate  determined  by  the 
formula  unless  the  lease  has  been  let  through  a  competitive  bid. 
Illustration  5  on  page  25  shows  that  only  about  5  percent  of  the 
5,711    grazing   leases   have   rates  above  the  minimum   rate. 

The  rates  charged  by  the  department  are  lower  than  the 
market  is  bearing.  For  example,  one  commerical  landowner  with 
over  1,000,000  acres  of  grazing  land  in  Montana  charges  $3.50  an 
AUM,  while  another  commercial  landowner  with  300,000  acres  charges 
$4.50  an  AUM.  The  Agricultural  Experiment  Station  of  Montana 
State  University  entered  into  a  lease  with  a  rental  equivalent  to 
$8.33  an  AUM.  Private  grazing  rates  vary  from  $8  to  $12  an  AUM. 
In  addition,  state  grazing  leases  which  are  competitively  bid  average 
about  $7.50  per  AUM.      It   should   be  noted  that  some  private   lessors 
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offer  services,  such  as  fence  maintenance,  which  are  not  included 
with  state  leases.  These  added  services  can  increase  the  value  of 
private  leases. 

About  30  percent  of  the  state's  16,000  livestock  producers 
have  state  grazing  leases.  State  grazing  land  supports  1,088,220 
AUMs.  In  1983  the  department  will  receive  income  of  approximately 
$3.2  million  from  grazing  land.  Raising  the  rate  by  $1  would 
create  additional  income  of  approximately  $1.1  million  per  year. 
Raising  the  rate  to  the  average  value  of  competitive  bids  ($7.50 
per    AUM)    would    increase    income    by    about    $4.9  million    per    year. 

We  discussed  raising  the  grazing  rate  with  department  officials, 
and  they  believe  the  department  can  only  charge  the  minimum 
amount  specified  in  the  law,  unless  there  is  a  competitive  bid.  We 
believe  the  statutory  grazing  rate  is  a  minimum  amount.  The 
department,  under  the  direction  of  the  board,  could  charge  a  rate 
above  the  minimum.  Therefore,  we  recommend  the  department 
raise  the  grazing  rate  to  a  level  that  provides  the  "largest  .  .  . 
reasonable  advantage  to  the  state." 

RECOMMENDATION  #4 

WE  RECOMMEND  THE  DEPARTMENT  PRESENT  A  PROPOSAL 
TO  THE  BOARD  TO  RAISE  THE  GRAZING  RATE  TO  A  LEVEL 
THAT  PROVIDES  THE  "LARGEST  .  .  .  REASONABLE  ADVAN- 
TAGE TO  THE  STATE." 

Competitively   Bidding    Leases 

It  is  the  department's  responsibility  to  maximize  the  trust 
fund.       One    way    of    accomplishing    this    objective    would    be    to    seek 
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competitive  bids  on  state  leases.  However,  the  department  does 
not  actively   seek  competitive   bids  when   leases  are   renewed. 

Currently  if  a  person  wants  to  lease  a  parcel  that  someone 
else  is  leasing,  the  interested  person  must  contact  the  department 
to  get  any  information  concerning  the  lease.  We  found  that  only 
5  percent  of  the  grazing  leases  and  only  2  percent  of  the  agricul- 
tural leases  are  competitively  bid.  Department  officials  stated  the 
lack  of  competitive  bidding  is  largely  due  to  two  factors:  the  first 
being  the  statutory  provision  that  allows  the  present  lessee  to  meet 
the  high  bid;  the  second  is  that  people  do  not  want  to  create 
problems  with  their  neighbors  by  bidding  on  a  lease  the  neighbor 
has  had  for  a  number  of  years.  Although  these  factors  may 
reduce  competitive  bidding,  we  believe  that  advertising  would 
increase  competitive  bids  by  letting  people  know  that  leases  are 
available  and   when   particular   leases   are  up  for   renewal. 

By  advertising  the  parcels  coming  up  for  renewal,  we  esti- 
mated the  department  would  spend  approximately  $3,000  per  year 
on  advertising.  This  would  allow  the  department  to  run  a  yearly 
advertisement  in  each  county  seat  paper,  listing  all  the  parcels  up 
for  renewal  in  that  county,  for  seven  consecutive  days.  The 
department  would  have  to  spend  some  time  on  the  clerical  aspect  of 
gathering  the  information  and  writing  the  advertisement.  This 
time  would  be  decreased  considerably  if  the  department  records  are 
computerized   as   discussed  on   page  50. 

The  average  rental  payment  for  a  grazing  lease  is  about  $527 
per  year.  If  additional  leases  received  competitive  bids  at  the 
present  average  of  150  percent  over  the  minimum,  then  each  addi- 
tional   competitively    bid    lease    would   bring    in   an   additional   $264  per 
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year.      At  this   rate  only   12   leases  would   have  to   receive  competitive 
bids  to  pay  the  cost  of  advertising. 

Illustration  5  shows  that  7,068  grazing  and  grazing/agricultural 
leases  are  at  the  minimum  (no  competitive  bids).  Since  grazing 
leases  are  10-year  leases,  about  707  of  these  minimum  rate  leases 
would  be  up  for  bid  each  year.  If  25  percent  of  these  707  leases 
received  bids,  each  raising  an  additional  $264,  then  the  increased 
income  each  year  would  be  about  $47,000.  If  50  percent  received 
competitive    bids,    an    additional    $94,000    would    be   raised   each   year. 

Even    with    increased    competitive    bidding,    current    lessees    are 
protected    by   the  statutes.      They  can   use  their  preference  right  to 
meet    the    high    bid    and    thereby    retain    their    lease.      Or    if   they   do 
not  want  to  meet  the  high   bid,    the  new   lessee  must  pay  the  reason- 
able   value    of    any    improvements    the    old    lessee    put    on    the    land. 

RECOMMENDATION   #5 

WE    RECOMMEND    THE    DEPARTMENT    ADVERTISE    THE    LEASES 

THAT   ARE   COMING    UP    FOR    RENEWAL    EACH    YEAR. 

Assignment  of   Leases 

State  leases  are  a  valuable  commodity  because  of  the  provision 
that  allows  a  lessee  to  retain  the  lease  by  meeting  the  high  bid 
and  because  some  rental  rates  are  below  market  value.  Experienced 
real  estate  agents,  Production  Credit  Association  Personnel,  and 
Public  Land  Bank  personnel  indicated  that  when  a  farm  or  ranch 
which    includes    state    land    leases    is    sold,    the   leases  themselves  are 
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worth    10  percent   to  60  percent  of  comparable  deeded    land.      Depart- 
ment officials  estimate  the  value  can   be  40  to  80  percent  of  compar- 
able deeded    land. 

Some  lessees  are  being  compensated  for  this  additional  value 
when  they  assign  their  state  leases.  When  a  lease  is  assigned,  the 
present  lessee  gives  up  the  right  to  use  the  land  and  the  right  to 
meet  the  high  bid  when  the  lease  is  renewed.  The  assignee  becomes 
the  new  lessee  and  pays  the  department  for  use  of  the  land  and 
receives  any  correspondence  from  the  department  concerning  the 
lease.  Assignments  occur  when  a  ranch  or  farm  is  sold  or  whenever 
a  lessee  wants  to  give  up  a  lease.  Leases  covering  at  least  2,100 
sections  or  partial  sections  administered  by  the  department  have 
been   assigned. 

Even  though  the  assignment  privilege  has  a  monetary  value, 
the  state  receives  no  compensation  when  leases  are  assigned.  The 
department  has  the  responsibility  of  maximizing  the  funds  to  the 
trust  fund  which  would  suggest  obtaining  the  full  value  for  each 
lease,  including  the  assignment  value.  Present  statutes  and  rules 
state  that  leases  cannot  be  assigned  on  terms  that  allow  the  lessee 
to  make  a  profit.  It  is  the  department's  position  that  all  money 
collected   for  assigning   a   lease   is  due  the  trust. 

There  is  really  no  effective  way  for  the  state  to  monitor  lease 
assignments.  We  discussed  lease  assignment  with  department 
officials.  They  are  aware  that  lessees  charge  for  assignments  but 
it  is  very  difficult  to  determine  the  amount  set  for  the  assignment 
or    to    try    to    collect    any    of   the    assignment    amount.       For   example, 
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when  a  ranch  with  state  leases  is  sold,  the  value  of  the  leases 
could  be  concealed  in  a  higher  charge  for  the  deeded  land.  The 
department  has  begun  requiring  a  letter  of  verification  of  why  a 
lease   is   being   assigned. 

If  the  state  continues  to  allow  assignment  of  leases  under 
current  procedures,  the  trust  fund  will  continue  to  lose  the  assign- 
ment value  of  the  lease  and  some  current  lessees  will  continue  to 
make  a  profit  on  assignments,  which  is  contrary  to  state  law  and 
regulations.  To  address  this  concern  the  department  has  two 
options:  if  the  state  cannot  receive  a  benefit  from  assignment 
then  the  department  should  not  allow  assignment  and  competitively 
bid  all  leases  that  are  surrendered  by  the  lessees;  or  the  depart- 
ment should  recognize  the  value  of  the  assignment  and  charge  for 
the  privilege.  The  state  of  Colorado  has  addressed  the  assignment 
issue  by  charging  a  fee  for  the  assignment  as  determined  by  the 
department,  and  by  not  allowing  lessees  to  sublease.  Currently 
the  charge  is  equal  to  twice  the  annual  rental  payment  for  grazing 
leases  and  equal   to  one  year's   rental   for  agricultural   leases. 

RECOMMENDATION   #6 

WE    RECOMMEND   THE    DEPARTMENT    EITHER: 

A.  NOT   ALLOW   ASSIGNMENT   OF    LEASES;    OR 

B.  SEEK  LEGISLATION  TO  AMEND  THE  STATUTES  SO  THE 
DEPARTMENT  CAN  CHARGE  FOR  THE  ASSIGNMENT 
PRIVILEGE. 
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Fees   Commensurate  with   Cost 

Right-of-way  deeds,  gravel  permits,  and  temporary  licenses 
are  issued  by  the  department.  The  amounts  charged  for  these 
items  do  not  cover  the  cost  to  process  the  items.  The  amounts 
should  be  reviewed  and  adjusted  so  charges  cover  processing 
costs. 

Twenty-five  dollars  is  charged  to  process  a  deed.  The 
secretary's,  administrative  officer's,  and  fieldman's  time  costs  the 
department  at  least  $44.  One  hundred  ninety-eight  deeds  were 
issued  in  the  first  11  months  of  1982.  In  processing  these  deeds, 
the  department  spent  at  least  $3,762  more  than  the  fees  collected. 
A  ten  dollar  fee  is  charged  for  gravel  permits  and  temporary 
licenses.  At  a  minimum,  permits  cost  $38  and  temporary  licenses 
cost  $75  to  process.  Twenty  permits  and  34  licenses  were  issued 
during  the  first  11  months  in  1982.  Five  hundred  sixty  dollars 
($560)  of  the  permit  process  and  $2,210  of  the  license  process 
were  not  covered   by  the  fees   collected. 

RECOMMENDATION   #7 

WE  RECOMMEND  THE  DEPARTMENT  REVIEW  ALL  THE  FEES 
CHARGED  FOR  PROCESSING  LEASES,  DEEDS,  ETC.,  AND 
ESTABLISH    FEES   TO   COVER    THE    PROCESSING   COSTS. 

FORESTRY   MANAGEMENT 

The  Forestry  Division  is  responsible  for  approximately  491,000 
acres  of  state  forest  land.  Seven  designated  state  forests  comprise 
about  203,000  of  these  acres.      The   rest  of  the  acreage   is   contained 
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in  smaller  tracts  (usually  640  acres  or  less)  throughout  the  state. 
State  trust  lands  which  are  principally  valuable  for  timber,  lor 
growing  of  timber,  or  for  watershed  protection  are  classified  as 
state  forest   lands. 

In  our  review  we  examined  timber  sales,  post  and  pole  sales, 
leasing  of  land  for  cabinsites,  and  issuing  licenses  for  grazing. 
We  did  not  examine  such  programs  as  fire  management,  pest  control, 
promotion  of  the  wood  products  industry,  nursery,  watershed 
protection,  reforestation,  and  resource  conservation.  We  developed 
a  concern  with  the  division's  lease  rates  for  cabin  and  commercial 
sites.      This   issue   is  discussed   below. 

Lease   Rates  for  Cabin   and   Commercial   Sites 

The  division  leases  forest  land  for  cabin  and  commercial  sites, 
among  other  uses.  Examples  of  commercial  sites  are  sawmills  and 
land  fills.  Rental  rates  for  cabin  and  commercial  sites  are  less 
than  market  value.  The  department,  in  some  cases,  charges  only 
$5  a  year  for  a  commercial  site  lease.  Cabin  site  leases  are  as  low 
as  $75  a  year.  Illustration  6  shows  that  present  rental  rates  are, 
in  most  cases,  below  market  value.  Market  value  was  set  by  the 
department  in  its  proposed  rules  at  5  percent  of  the  appraised 
value.  Overall,  the  present  rental  rates  totaled  only  about  40  per- 
cent of  the  market  value  of  the  sites.  The  appraisals  were  done 
by  an  appraiser  hired   by  the  department. 
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RENTAL  RATES  AND  APPRAISED  VALUES 
FOR   CABIN  AND   COMMERCIAL   SITES 

Total 
Rental    if   at  5% 
Appraised  Value 

$  132.50 

4,401.00 

5,567.40 

14,076.80 

20,798.25 

25,471.85 

4,350.25 

16,178.30 

11,564.00 

4,213.50 

2,000.00 

24,585.50 

14,042.50 

14,155.00 

13,750.00 

3,076.00 

15,352.50 

920.00 

962.50 

2,455.70 

1,509.50 

9,250.00 

$208,813.05 

Includes   594   cabin   sites   and   3   commercial    sites.      Does   not    include 
16   cabin   sites   and   29    commercial    sites    that   have   not   had   appraisals 
done . 

Source:      Compiled  by   the   Office   of   the   Legislative  Auditor   from 
department   records. 

Illustration  6 


Other  organizations  which  have  cabin  or  commercial  sites  for 
lease  are  charging  a  percentage  of  fair  market  value  resulting  in 
substantially  higher  rates  than  the  state.  One  commercial  landowner 
receives  $900  to  $1,100  per  cabin  site.  The  department  tried  to 
raise  the  rental  rate  of  the  leases  in  proposed  administrative  rules 
that  were  not  adopted.  The  rules  were  not  adopted  due  to  opposi- 
tion   to    the    requirement    for    competitive    bids    for    cabin    sites.      The 
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Total  Number 

Present 

Appraisec 

I  Value 
$  1,000 

of  Sites 

Total  Rental 

-0- 

5 

$   375 

1,001  - 

1,999 

52 

5,040 

2,000  - 

2,999 

43 

3,555 

3,000  - 

3,999 

82 

9,120 

4,000  - 

4,999 

92 

10,215 

5,000  - 

5,999 

97 

11,655 

6,000  - 

6,999 

13 

2,100 

7,000  - 

7,999 

45 

4,515 

8,000  - 

8,999 

27 

1,995 

9,000  - 

9,999 

8 

660 

10,000  - 

10,999 

4 

630 

11,000  - 

11,999 

43 

6,210 

12,000  - 

12,999 

23 

2,820 

13,000  - 

13,999 

21 

2,880 

14,000  - 

14,999 

19 

2,760 

15,000  - 

15,999 

7 

885 

16,000  - 

16,999 

10 

1,695 

18,000  - 

18,999 

1 

75 

19,000  - 

19,999 

1 

333 

24,000  - 

24,999 

2 

255 

30,000  - 

30,999 

1 

150 

185, < 

)00 

1 

9,660 

Totai 

Ls 

597 

$77,583 

minimum    rental    for    renewal    of    current    leases    was    to    be    5  percent 
of  the  appraised   land   value. 

Cabin   site   rates   were  tripled    in   1981    but  they,    and   the  others, 
are    still    low  compared   to  current  market   value.      The  department   is 
charged    with    the    responsibility    of   maximizing    funds    to    the    trust. 
Funds    are    not    being    maximized    if    cabin    and    commercial    sites    are 
being    leased   at   the  present   rental    rates. 

The  1983  Legislature  passed  House  Bill  391.  The  intent  of 
this  bill  is  to  require  the  board,  if  it  chooses  to  adopt  a  method  of 
establishing  the  market  value  for  cabin  sites  leases,  to  set  the 
market  value  of  the  leases  at  5  percent  of  the  appraised  value  of 
the  property  without  improvements.  We  recommend  the  department 
implement  the  intent  of  H.B.  391  and  then  set  the  rates  for  both 
cabin  and  commercial   sites  at  the  market  value  of  the   leases. 

RECOMMENDATION   #8 

WE  RECOMMEND  THE  DEPARTMENT  IMPLEMENT  THE  INTENT 
OF  HOUSE  BILL  391  AND  THEN  SET  THE  LEASE  RATES  OF 
CABIN  AND  COMMERCIAL  SITES  ON  STATE  FOREST  LAND 
AT    THE    MARKET    VALUE    OF    THE    LEASES. 

MINERAL    LEASING 

The  Department  of  State  Lands  administers  approximately 
6.2  million  acres  of  trust  land  subject  to  mineral  leasing  or  about 
1  million  acres  more  than  is  available  for  surface  leasing.  This 
difference  is  attributable  to  the  state's  policy  of  retaining  the 
mineral  rights  on  state  lands  that  are  sold  or  exchanged.  The 
board    may,     in    its    discretion,     lease    state    lands    to    any    person    or 
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corporation  for  the  purpose  of  prospecting  for  or  mining  for  oil, 
gas,  coal,  metalliferous  and  non-metalliferous  minerals,  gems,  and 
geothermal    resources. 

At  present,    the  department  has   issued   11,670   leases  on   approxi- 
mately   5.2  million    acres    of    state    land    or    about    80  percent   of   the 
land     available    for    mineral     leasing.       Oil    and    gas    leases    comprise 
97  percent  of  the  total   number  of  mineral    leases   (11,365)   and   cover 
more   than   5  million   acres  of  state   land.      The  department  is   required 
to     receive    and    monitor    all    income    from    royalties    paid    on    mineral 
production  on   state   land   and   assess   penalties  on  oil   and   gas   lessees 
who    fail    to    commence    drilling    in    the    required    time.      In   fiscal    year 
1982,    the  department  collected  over  $8  million   dollars   in   oil   and  gas 
royalties    and    $1.7  million    in    penalties.       The    following    illustration 
indicates    the    number    of    leases,    total    acreage    under    lease,    rentals 
and     penalties,     and     associated     statistics     for    each     mineral     type. 
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SUMMARY  OF  MINERAL  LEASES 
(Fiscal  Year  1981-82) 

Number  Number  of   Acreage 

of      Acreage    Rentals  and   Producing    Under 
Leases   Under  Lease   Penalties    Leases    Production   Royalties 


Oil  &  Gas 

11 

,365 

5,049,809 

$19 

,799,503 

363 

148 

,175 

$8,043,960 

Coal 

95 

50,838 

66,788 

3 

1 

,680 

773,389 

Uranium 

25 

8,935 

35,202 

0 

Gold,  Silver, 

Copper,  Zinc 

* 

&  Lead 

48 

22,466 

19,201 

0 

Molybdenum 

1 

640 

320 

0 

Vanadium 

4 

1,440 

1,920 

0 

Ti  tanium 

4 

1,199 

1,520 

0 

Sapphires  & 

Gems 

2 

100 

50 

0 

Iron 

11 

4,747 

» 

0 

Phosphate 

2 

480 

400 

0 

Thorium 

1 

1,042 

782 

0 

Talc 

49 

17,582 

18,072 

0 

Peat 

3 

81 

50 

2 

41 

9,962 

Limestone 

1 

480 

- 

0 

Bentonite 

55 

23,897 

22,123 

0 

Clay 

2 

200 

210 

0 

Shale 

1 

442 

- 

1 

442 

1,919 

Barite 

1 

280 

280 

1 

280 

5,001 

TOTALS 

11 

,670 

5,184,658 

$19. 

,966,421 

370 

150 

,618 

$8,834,231 

"Figure  unavailable. 

Source:   Compiled  by  the  Office  of  the  Legislative  Auditor  from  department 
mineral  lease  records. 

Illustration  7 


At    present  the  majority  of  revenue   provided    to  the  trust   fund 
comes     from     mineral     resources     on     state     lands.        For    fiscal     year 
1981-82,    approximately    65  percent,    or  about  $30  million  of  all    trust 
income  was  derived   from   mineral    resources. 
Oil   and   Gas    Lease  Sale 

Every  quarter  the  department  holds  a  public  auction  to  offer 
oil  and  gas  leases  for  sale  to  the  highest  qualified  bidder.  Only 
those  leases  for  which  the  department  has  received  proper  applica- 
tion   40  days    prior    to    the    sale    can    be    sold.       During    the    auction, 
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the  department  accepts  oral  competitive  bids  on  particular  mineral 
leases  that  bidders  believe  have  potential  oil  or  gas  production. 
The  sale  of  a  lease  is  called  a  bonus  bid  because  it  represents  a 
one-time  income  bonus  beyond  the  normal  rental  associated  with  a 
lease.  Competitive  bidding  provides  that  bonus  by  making  the 
acreage  price  per  acre  sold  rise  substantially.  The  bid  price  is 
paid  at  the  time  of  the  sale  and  represents  the  rental  payment  for 
the  first  year  of  the  lease.  The  rental  payments  for  the  remainder 
of  the  lease  revert  to  the  statutory  minimum  of  $1.50  per  acre. 
For  the  period  calendar  year  1980  to  1982  the  department  received 
nearly  $50  million  in  bonus  bids  through  the  sale  of  oil  and  gas 
leases.  There  is  no  assurance  these  large  collections  will  continue 
in  the  future.  The  following  illustration  provides  figures  for 
recent  oil   and   gas   lease  sales. 

OIL  AND  GAS   LEASE   SALES 
(1980   -    1982) 

Number  Number 

of  of   Lease  Average 

Leases        Acres    Sold     Amount   Received      Per  Acre 


March  4,  1980 

236 

120,230 

.06 

$  2,715,300 

,04 

$22.58 

June  3,  4,  1980 

1,016 

435,271 

.61 

15,173,583. 

,92 

34.86 

September  9,  10,  1980 

829 

393,060 

.59 

7,519,620. 

.31 

19.13 

December  2,  1980 

560 

254,272 

.10 

3,532,867 

.19 

13.89 

March  2,  3,  1981 

936 

369,776 

.95 

4,675,543, 

.59 

12.64 

June  2,  1981 

236 

111,529 

.32 

1,888,446 

.51 

16.93 

September  1,  1981 

659 

287,540 

.02 

9,825,164. 

.76 

34.17 

December  8,  1981 

115 

44,183 

.83 

682,572, 

,28 

15.44 

March  2,  1982 

43 

19,315 

.64 

616,889 

.32 

31.93 

June  1,  1982 

128 

60,986 

.54 

662,687, 

.73 

10.86 

September  14,  1982 

127 

55,802 

.02 

1,442,390, 

,31 

25.84 

December  7,  1982 

110 
4,995 

45,443 

.36 

398,781, 
$49,133,847 

.99 
.95 

8.77 

Total s 

2,197,412 

.04 

$20.59 

Source:      Complied   by   the  Office   of   the   Legislative   Auditor    from  depart- 
ment mineral    leasing   records. 

Illustration   8 
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The  department's  Mineral  Leasing  Bureau  collects  royalties, 
annual  rental  fees,  and  performs  the  clerical  and  record  keeping 
function.  The  staff  geologist  provides  expertise  to  the  department 
in  matters  related  to  oil  and  gas  exploration  and  production.  The 
geologist  monitors  oil  and  gas  drilling  and  production  operations  on 
state  lands  to  assure  the  state  receives  its  proper  share  of  royalty 
revenues. 

During  our  review  of  mineral  management  activities  on  state 
lands,  we  examined  the  department's  mineral  leasing  procedures 
and  record  keeping  systems.  The  following  section  presents 
recommendations   regarding: 

--depth   leasing; 

--verification  of  oil   and   gas   production;    and 

--mineral   management   staff. 
Depth    Leasing 

The  department's  current  oil  and  gas  lease  form  contains  a 
provision  for  depth  leasing.  Depth  leasing  is  the  leasing  of  the 
mineral  rights  for  oil  and  gas  production  below  the  deepest  depth 
drilled  by  a  Held  By  Production  (HBP)  well  (currently  producing) 
whose  ten   year  primary   term   has  expired. 

The  lease  agreement  states  that  "this  lease  is  granted  for  a 
primary  term  of  ten  years  and  so  long  thereafter  as  oil  and  gas  in 
paying  quantities  shall  be  produced  from  the  land  .  .  .  provided, 
however,  that  the  extended  term  of  this  lease  shall  apply  only  to 
those  formations  discovered,  developed  or  drilled  during  the  pri- 
mary term  of  ten  years  and  the  interest  of  the  lessee  in  the  premises 
.    .    .     shall     thereafter    be     limited     to    such    formations."       In    other 
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words,  after  the  primary  term  has  expired  for  an  oil  and  gas 
lease,  even  if  a  well  continues  to  produce  on  the  lease  (HBP  well), 
the  formations  below  the  deepest  depth  drilled  by  the  well  may  be 
leased  separately.  For  example,  depth  leasing  allows  two  different 
wells  located  on  the  same  land  parcel  to  produce  side-by-side  at 
different  depths,  provided  that  the  primary  lease  term  of  the  first 
well   has  expired. 

At  present,  the  department  is  not  actively  leasing  depth 
leases  for  oil  and  gas  exploration.  We  contacted  several  oil  and 
gas  companies  about  this  issue  and  found  they  were  unaware 
Montana  allowed  depth  leasing  on  its  state  lands.  Only  two  depth 
leases  have  ever  been  issued  by  the  department.  The  department 
has  not  made  the  public  aware  of  depth  leasing  potential  or  notified 
oil  and  gas  companies  of  their  availability.  In  addition,  the  defini- 
tion of  depth   lease   in   the   lease  agreement   is   unclear. 

Present  state  land  laws  state  that  it  is  the  department's 
responsibility  to  maximize  revenue  to  the  trust  from  the  use  of 
state     land.       The    department    could     help    maximize    the    trust    by: 


■Compiling  and  advertising  a  list  of  Held  By  Production  oil  and 
gas  leases  whose  primary  terms  have  expired  or  are  going  to 
expire  soon. 

•Clarifying  the  present  depth  lease  description  by  including  a 
clear  definition  of  depth  lease  in  the  oil  and  gas  lease  agree- 
ment. 


By  implementing  these  changes,  the  department  could  poten- 
tially receive  additional  annual  income  from  the  sale  of  oil  and  gas 
depth  leases  on  land  whose  primary  lease  terms  have  expired  or 
will    expire.       The    state    would    also    receive    royalties    from    any   oil 
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and  gas  production  from  these  new  leases.  This  income  could  be 
generated  because  most  oil  and  gas  companies  are  not  presently 
aware  of  depth  leasing  and  they  might  be  willing  to  bid  for  depth 
leases   in   areas  where  oil   and   gas   has  already   been   found. 

Department  officials  responded  that  the  department  has  not 
made  a  list  of  possible  depth  leases  and  has  not  advertised  their 
availability  because  it  is  their  policy  to  only  lease  mineral  rights 
when  an  application  is  received.  The  department  agreed,  however, 
that  the  HBP  leases  and  deepest  well  depths  should  be  identified. 
They  stated  that  some  additional  income  would  be  generated  from 
the  sale  of  oil  and  gas  depth  leases.  The  department  recently 
changed  the  depth  lease  description  in  its  new  oil  and  gas  lease 
form. 

RECOMMENDATION   #9 

WE  RECOMMEND  THE  DEPARTMENT  COMPILE  AND  ADVERTISE 
A  LIST  OF  HELD  BY  PRODUCTION  LEASES  WHOSE  PRIMARY 
TERMS     HAVE     EXPIRED     OR     ARE    GOING    TO    EXPIRE    SOON. 

Verification  of  Oil   and   Gas   Production 

The  department  is  not  completely  verifying  production  from  oil 
and  gas  leases  on  state  land.  The  department  has  no  means  to 
determine  exact  production  amounts  for  each  well.  The  department 
needs  a  verification  system  to  assure  that  the  state  receives  correct 
oil  and  gas  royalty  payments.  In  fiscal  year  1981-82  the  depart- 
ment received  over  90  percent  of  its  mineral  royalty  revenue, 
about  $8  million   annually,    from  oil   and   gas    royalties. 
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Since  it  is  the  department's  purpose  to  manage  mineral  resources 
to  the  state's  best  advantage,  it  should  develop  a  royalty  manage- 
ment system  which  can  provide  complete  accountability  for  all  oil 
and  gas  production  on  state  land.  Such  a  system  would  compliment 
the  accounting  audits  that  are  presently  being  performed  by  the 
Department  of  Revenue  on  production  figures  submitted  by  oil  and 
gas   companies. 

The  following  sections  discuss  possible  components  of  a  produc- 
tion verification  system:  revision  of  the  present  royalty  report 
form,  requesting  lessees  to  file  completion  reports  and  performing 
department  production  field  inspections.  With  this  system  the 
department  will  have  the  means  to  trace  all  oil  and  gas  production 
on  state  land  back  to  its  source  and,  thereby,  help  to  assure  that 
the    state    receives     its    correct     royalty    share    of    that    production. 

Royalty    Report    Revision 

At    present,     the    department    has    no    comprehensive    source   of 
oil     and     gas     production     information     for    each    well    on    state    land. 
The  present  royalty   report  form  does   not  provide,  sufficient  informa- 
tion    to     verify     that    production     being     reported     to    the    state    by 
lessees    is    the    amount    actually    being    produced.      The    form    reports 
production     by     lease    only     and     does     not    account    for    each    well's 
production.       It    also    does    not    include    the    state's    royalty    share   of 
well   production   and   the  state  participation    rate  for  unit  agreements. 
A    unit    agreement    can    be    established    when    a    single    well    produces 
oil    or    gas    from    land    where    two    or    more    entities    own    the    mineral 
rights.       Thus,     the    department    cannot    determine    that    the    state's 
royalty   share  has   been   accurately   reported   and   cannot   use   reported 
amounts   to   trace  all    production    back   to   its   original    source. 
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The  department  should  revise  the  royalty  report  form  to 
include: 

--the  well   name   (source  of  oil   and  gas); 

--each   well's   production; 

--current  well   status; 

--the  production   formation; 

--field   name; 

--legal   description  of  the  well; 

--state   royalty   share; 

--unit  name   (if  included   in   unit  agreement);    and 

--state  participation   factor  for  units. 

The  department  could  use  this  information  to  establish  an  oil 
and  gas  royalty  management  system.  By  making  the  royalty  report 
information  compatible  with  its  proposed  automated  records  system, 
the  department  could  enter  the  information  into  an  oil  and  gas 
lease  computerized  data  base  to  be  accessed  and  used  by  depart- 
ment staff  during   production   field   inspections   (see  page  46). 

The  department  is  currently  redesigning  its  royalty  report 
form.  The  new  form  will  integrate  the  changing  needs  of  the 
department's  data  processing  program  as  well  as  the  new  reporting 
format  of  the   Board  of  Oil   and   Gas   Conservation. 

The     department's      proposed     royalty     report     form     has     been 
reviewed     and     we     believe    this    new    form    will    provide    the    needed 
verification  of  oil   and   gas   production  on   state   land. 
Completion    Reports 

At  present  the  department  has  no  in-house  information  to 
determine    the    production    status    (producing,    shut-in,    or  dry   hole) 
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and  location  of  all  wells  drilled  on  state  land.  Completion  reports 
are  used  by  the  department  to  determine  if  wells  are  producing 
and  to  document  the  date  they  commenced  production.  However, 
completion  reports  are  not  being  filed  regularly  and  the  department 
does  not  request  lessees  to  send  required  completion  reports.  A 
review  of  a  sample  of  oil  and  gas  lease  files  revealed  that  65  percent 
of  those  files  did   not  contain   completion    reports. 

As  the  only  department  document  which  provides  the  exact 
location  and  production  starting  date  of  all  wells,  the  completion 
report  should  be  included  in  every  oil  and  gas  lease  file.  Without 
the  completion  report,  the  department  may  not  be  able  to  identify 
every  well,  or  have  means  of  determining  whether  the  lessee  did 
commence  production  on  a  particular  date.  This  also  prevents  the 
department  from  determining  the  amount  produced  by  each  well. 
By  using  the  information  from  both  the  completion  and  royalty 
reports  in  a  production  field  inspection,  department  staff  could 
verify  each  well's  specific  production  and  document  what  should  be 
the  state's  appropriate  royalty  from  that  production.  (Production 
field    inspections  are  discussed   further   in   the  next  section.) 

Mineral  management  staff  could  use  completion  reports  as  a 
source  of  the  following   information  on   drilled   wells: 


--provide    a    production    status    report    for   every    well    drilled    on 
state   land; 

--record     the    exact     location     of    every    producing    well    on    state 
land;    and 

--record    the    date    when    a  well   begins   production   or  is   plugged. 
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Department  officials  stated  that  limitations  on  staff  time  have 
made  it  difficult  to  follow  up  on  lessees  who  do  not  file  completion 
reports  with  the  department.  They  also  indicated  that  their  pro- 
posed data  processing  system  will  be  compatible  with  the  Depart- 
ment of  Natural  Resources  and  Conservation's  so  the  department 
can  access  electronically  those  files  relating  to  status  and  produc- 
tion  of  oil   and   gas  on    state-owned    lands. 

Production    Field    Inspections 

The  department  does  not  regularly  perform  field  inspections 
of  oil  and  gas  well  production.  Although  there  are  over  350 
producing  leases,  the  department  has  no  systematic  procedure  to 
inspect  production  on  these  leases,  many  of  which  have  multiple 
wells.  Less  than  1  percent  of  producing  wells  are  being  field 
inspected  for  production  on  an  annual  basis  and  many  wells  have 
never  had  production  field  inspections  done  by  department  person- 
nel. Thus,  the  department  must  accept  all  figures  provided  by 
the  mineral  lessees  as  accurate  and  use  them  to  calculate  the 
state's     royalty     share    of    oil     and     gas    production    on    state    lands. 

Part  of  the  system  to  assure  that  the  state  receives  its  correct 
share,  is  to  measure  production  at  the  well  during  an  on-site 
inspection.  In  our  review,  we  found  that  the  federal  government 
and  other  western  states  use  petroleum  engineering  technicians, 
who  have  completed  extensive-  academic  training  in  performing  oil 
and  gas  field  inspections,  '  to  conduct  production  reviews  on  a 
regular  basis.  At  present,  the  department  has  neither  the  desig- 
nated positions  nor  the  qualified  personnel  to  perform  a  comprehen- 
sive   field    inspection    of    producing   wells  on   state   land.      To   prevent 
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potential  loss  of  production  revenues,  the  department  should 
consider  performing  systematic  field  production  audits  of  oil  and 
gas  wells  on   trust   land. 

Department  officials  stated  that  the  Area  Land  Offices  field 
staff  are  presently  being  familiarized  and  trained  in  oil  and  gas 
related  issues.  They  stated  that  a  joint  state-federal  lease  inspec- 
tion proposal  is  being  evaluated.  They  also  indicated  that  the 
Department  of  Revenue's  audit  of  production  relating  to  producing 
wells  on  state  land  is  more  cost-effective  than  developing  an  audit 
staff  at  the   Department  of  State   Lands. 

However,  the  Department  of  Revenue  only  audits  production 
figures  provided  to  the  state  by  the  oil  and  gas  companies  and 
does  not  conduct  on-site  production  reviews.  In  order  to  deter- 
mine if  the  supplied  production  figures  are  accurate,  it  is  necessary 
for  the  Department  of  State  Lands  to  regularly  inspect  oil  and  gas 
production   coming   from  wells  on   state   lands. 

RECOMMENDATION   #10 

WE     RECOMMEND     THE     DEPARTMENT     VERIFY     OIL    AND    GAS 

PRODUCTION    ON    TRUST    LAND    BY: 

A.  COMPLETING    THE    REVISION    OF    THE    ROYALTY    REPORT 
FORM. 

B.  REQUESTING      OIL      AND      GAS      LESSEES      TO      PROVIDE 
COMPLETION    REPORTS. 

C.  PERFORMING    PRODUCTION    FIELD    INSPECTIONS    OF   OIL 
AND   GAS   WELLS   ON    TRUST    LAND. 


47 


Mineral   Management  Staff 

Present      mineral      management      staff     levels      promote     passive 
department    management   of  the  mineral    resources  on   Montana's   state 
lands.       Insufficient    staff    prevent    the    department    from    performing 
basic   tasks   such   as   monitoring   department  agreements  with   adjacent 
mineral   owners,    requesting   required   information   (completion    reports) 
from    oil    and   gas   lessees,    compiling   oil   and   gas   well    status   informa- 
tion,   and    conducting   production   field   inspections.      The  department 
currently   employs   four    FTE   to   perform   all   administrative,    clerical, 
and  field   functions   for  mineral    leasing  on   state   land.      Three  clerical 
personnel     and     one    geologist,     located    in    Helena,     are    required    to 
manage  the  department's  mineral   leases  on  6.2  million   acres  of  state 
land.       In    addition,     there    are    no    personnel    presently    performing 
field    work.       It   is   questionable   whether   the  department  can   pursue 
its   objective  to  maximize  the  trust  with  the  present  level   of  mineral 
leasing   staff. 

In  a  1977  audit,  we  recommended  that  the  department  obtain 
the  necessary  expertise  and  assistance  for  monitoring  oil  and  gas 
drilling  activity  within  the  state  and  maintain  current  mineral  lease 
files.  In  response  the  department  hired  the  staff  geologist.  The 
staff  geologist  has  taken  action  on  many  oil  and  gas  lease  situations 
and  returned  additional  revenue  that  would  have  been  lost  to  the 
trust.  For  example,  his  activities  have  included  prevention  of  oil 
and  gas  drainage  from  state  land;  identification  of  defective  produc- 
tion equipment  to  prevent  expensive  well  blowouts;  identification  of 
defects   in   agreements  with   adjacent  mineral   owners;    and   conducting 
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an  economic  study  of  royalty  rates.  However,  further  assistance 
is  needed  if  department  staff  is  to  truly  "manage"  state  land 
mineral   resources. 

Our  review  noted  most  of  the  mineral-rich  western  states 
employ  larger  mineral  management  staffs  to  administer  and  develop 
mineral  leasing  on  state  land.  For  example,  North  Dakota  uses  its 
Geological  Survey  staff  which  includes  one  petroleum  engineer  and 
fourteen  senior  geologists  to  determine  the  value  of  mineral  resources 
on  all  state  lands  and  to  keep  a  complete  resource  accounting  of 
state  minerals.  These  personnel  are  not  included  in  their  state 
lands  department  staffs,  but  are  available  for  department  use.  In 
Montana,  there  are  no  other  agency  personnel  to  perform  mineral 
management  activities  on   state  land. 

Department  officials  acknowledge  minimum  service  has  been 
provided  and  has  previously  requested  additional  staff  to  improve 
department  mineral  leasing  activities.  The  department  has  not 
been  successful  in  obtaining  additional  staff.  The  department 
should  develop  formal  systematic  procedures  for  evaluating  mineral 
staff  needs.  The  resulting  information  would  help  to  support  the 
department's   requests   for  additional   staff. 

RECOMMENDATION    #11 

WE  RECOMMEND  THE  DEPARTMENT  DEVELOP  A  PROCEDURE 
FOR  EVALUATING  STAFF  NEEDS  IN  ORDER  TO  EMPLOY 
SUFFICIENT,  QUALIFIED  STAFF  TO  ADMINISTER  MINERAL 
LEASING   ON    TRUST    LAND. 
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COMPUTERIZATION 

Almost  all  of  the  department's  functions  are  performed  and 
records  are  maintained  manually.  The  department  is  starting  to 
convert  some  of  its  functions  and  records  to  computerized  systems. 
During  the  audit,  we  reviewed  the  department's  computerization 
efforts.  The  following  sections  discuss  three  issues  related  to  the 
department's  use  of  computers. 
Automation  of   Land    Records 

Two  of  the  major  functions  of  the  department  are  to  maintain 
records  on  and  manage  trust  land.  Fulfulling  these  two  duties  has 
been  difficult  because  the  records  on  over  12,500  sections  of  trust 
land  are  manually  processed.  The  manual  nature  of  these  records 
causes   several    problems  for  the  department,    including: 


-Difficulties  in  accessing  records.  With  the  current  records 
system,  it  can  take  hours  or  even  days  to  compile  the  answers 
to  relatively  simple  information  requests  such  as  providing  a 
list  of  tracts  not  being  leased,  and  revenue  estimates  for  land 
grant   institutions. 

■Lack  of  information  for  land  managers.  The  field  personnel 
do    not    have     ready     access    to    information    in    the    land    files. 

-Difficulties  in  processing  lease  payments  and  renewals. 
Billings  for  grazing  leases  must  all  be  verified  by  hand  with 
the  individual  lease  payment  cards.  To  bill  for  agricultural 
leases,  each  payment  card  must  be  reviewed  to  separate  the 
agricultural  and  grazing  leases.  There  are  approximately 
9,000  payment  cards.  Manual  searches  of  the  payment  cards 
are  also  necessary  when  compiling  lists  of  leases  for  which  no 
payments  or   improper   payments   have   been   made. 


Based  upon  this  information,  we  believe  the  department  should 
automate  its  land  records  as  soon  as  possible.  The  department 
began  such  an  effort  in  late  1982.  However,  at  the  time  of  our 
review,     the    design    of    the    new    system    had    not    progressed    to    the 
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point  that  we  could   evaluate  its  adequacy.      Our   review  did   indicate 
that  any   new   system   should   include: 


1.  The    ability    to    access    land    information    by    many    criteria, 
such     as     lease     number,     lessee,     lease    type    and    parcel. 

2.  The  automation  of  lease   payments  and    renewals. 

3.  The    ability    for   field    land    managers    to  access  central   file 
information     on     individual     land     parcels     in     their     area. 


RECOMMENDATION   #12 

WE      RECOMMEND     THE     DEPARTMENT     AUTOMATE     ITS     LAND 

RECORDS. 

Automation   of  Mineral    Records 

Currently  the  department  keeps  approximately  12,000  mineral 
leasing  records  on  hard  copy  files  which  can  only  be  maintained 
and  accessed  manually.  The  present  mineral  leasing  record  keeping 
system  is  inadequate  to  effectively  handle  the  large  number  of 
lease  records  and  the  increasing  workload  required  of  Mineral 
Leasing  Bureau  staff  to  manage  them.  Considering  that  the  trust 
fund  derives  the  majority  of  its  present  revenue  from  mineral 
leasing  of  state  lands,  the  department  should  consider  using  an 
automated  mineral  leasing  system  to  enhance  mineral  development 
and    to    help    maximize    revenues    from    mineral    leases    on   state   lands. 

Automation     of     the     mineral      records     could     have     significant 
benefits   to   the   department   including: 

--more    efficient    service    through    faster    retrieval    of   information; 

--better    coordination     between     Mineral     Leasing     Bureau    clerical 
staff  and   mineral   management   staff; 
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-greater    availability    of    technical     information    on     oil     and     gas 
drilling,    exploration   and   production;    and 

-an      expanded      in-house     source     of     mineral      information     and 
statistical    reports  on  mineral    leases  on   state   land. 


The  department  is  now  in  the  process  of  developing  a  depart- 
ment-wide automated  system  which  will  provide  electronic  data 
processing  capability  for  all  trust  land  records,  including  mineral 
records.  Department  officials  stated  that  automation  of  mineral 
records  would  improve  clerical  efficiency  and  supply  the  department 
with  much  needed  information  on  oil  and  gas  production  on  state 
land . 

RECOMMENDATION   #13 

WE      RECOMMEND     THAT     THE     DEPARTMENT     AUTOMATE     ITS 

MINERAL    RECORDS. 

Cooperation   Between   Agencies 

The  Departments  of  State  Lands,  Revenue,  and  Natural  Resources 
and  Conservation  have  information  about  oil  and  gas  production 
which  could  be  useful  to  all  three.  Currently  there  is  no  system 
to  allow  the  three  agencies  to  "cross-check"  information.  The 
ability  to  "cross-check"  information  would  help  verify  the  informa- 
tion reported  to  each  department  by  oil  and  gas  companies  is 
consistent  and  accurate.  This  is  especially  important  to  the  Depart- 
ment of  State  Lands  because  it  would  provide  for  some  verification 
(at  least  on   paper)   that   royalty   payments   are  correct. 

Each     agency     has     automated     or     is     planning     to    automate    its 
records.       The    Department    of    Revenue    has    an    older    system    which 
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will  probably  require  substantial  revision  in  the  not  too  distant 
future.  The  Department  of  Natural  Resources  and  Conservation  is 
in  the  process  of  automating  with  a  substantial  proportion  of  the 
work  completed.  The  Department  of  State  Lands  has  just  started 
its  automation   efforts. 

We  noted  that  there  has   been    little  contact  between   the  depart- 
ments   concerning    their    automation    efforts.       Because   of   the    impor- 
tance   of    being    able    to    cross-check    records,    we    believe   the    three 
departments    should    be    working    together    to    assure   compatibility   of 
systems. 

We  contacted  the  three  departments  concerning  this  issue. 
Their  responses  indicate  that  they  will  be  forming  an  interdepart- 
mental  committee  to  help  assure  cooperation. 

RECOMMENDATION   #14 

WE  RECOMMEND  THE  DEPARTMENTS  OF  STATE  LANDS, 
REVENUE,  AND  NATURAL  RESOURCES  AND  CONSERVATION 
COORDINATE  THEIR  ACTIVITIES  TO  ASSURE  THE  COMPAT- 
IBILITY  OF   AUTOMATED   SYSTEMS. 

SUMMARY    AND    CONCLUSIONS 

The  department  has  generally  served  in  a  custodial  role  in 
the  management  of  the  state's  trust  land.  By  necessity,  many  of 
the  department's  activities  are  centered  on  record  keeping  for  the 
approximately  12,500  sections  of  land  and  the  20,000  surface  and 
mineral  leases.  These  records  must  be  continually  updated  and 
the    leases    require    yearly    billing    and    collecting.      The    department 
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has  been  hindered  not  only  by  the  constant  need  to  work  on  the 
records,  but  also  because  of  limited  staff  time  available  for  such 
things  as  on-site  inspections  of  oil  wells  and  planning  for  the 
consolidation  of  land  parcels.  In  addition,  almost  all  of  the  depart- 
ment's records  are  manual  which  not  only  slows  the  record  keeping 
function  but  also  severely  limits  the  availability  of  management 
information.  The  department  does  not  have  basic  summary  data 
such  as  the  total  number  of  individual  trust  land  parcels  and  the 
number  of  these  parcels   that  are  leased  or  not   leased. 

Earlier  in  this  chapter  we  made  several  recommendations  to 
improve  the  department's  management  of  trust  lands.  These  recom- 
mendations  included: 

--A  program  to  be  used  to  consolidate  state  lands  into  more 
manageable  blocks. 

--A    comprehensive    plan    for    the    multiple-use    of    trust    lands. 

--Procedures  for  determining  staff  requirements  and  assigning 
staff  to  evaluate  parcels  in  the  field,  to  inspect  oil  and  gas 
wells,    and  to  actively  manage  the  department's  mineral   resources. 

--Computerization  of   land   and   mineral    records. 

The  department  should  attempt  to  maximize  income  to  the 
trust  fund.  The  department  has  not  accomplished  this  objective 
partly  because  of  its  management  approach.  Many  of  the  recom- 
mendations in  this  chapter  are  related  to  maximizing  the  trust 
fund.      Some  of  these  recommendations  are  to: 

--Increase  grazing   rates. 

--Advertise  surface  leases  and  oil  and  gas  depth  leases  to 
increase  competitive  bids. 

--Charge  for  the   lease  assignment   privilege. 
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The  department  should  develop  a  plan  to  provide  for  active 
management  of  the  state's  trust  land.  This  plan  should  be  an 
organized  effort  to  correct  the  deficiencies  pointed  out  in  this 
chapter  and  to  maximize  the  trust  fund.  Implementation  of  the 
plan  could  require  legislative  direction  and  changes  in  staffing  and 
funding  patterns.  The  department  would  have  to  present  a  proposal 
to  the   Legislature  to   achieve  these  changes. 

RECOMMENDATION   #15 

WE    RECOMMEND   THE    DEPARTMENT: 

A.  DEVELOP  A  PLAN  TO  PROVIDE  FOR  ACTIVE  MANAGE- 
MENT  OF   THE   STATE'S   TRUST    LAND. 

B.  PRESENT  A  PROPOSAL  TO  THE  LEGISLATURE  FOR 
NECESSARY  STATUTORY  DIRECTION  AND  CHANGES  IN 
FUNDING   AND   STAFFING    PATTERNS. 
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CHAPTER    IV 
FEE    LANDS 
This  chapter  examines  the   landholdings  of  agencies  that  own   a 
majority  of  fee   lands   in   Montana.      The  following   issues   are  addressed 
for  each   agency's   landholdings: 

--reason  for   possession; 

--amount  of   land   controlled   and   current  use;    and 

--administration  of  leases. 
The    final    section    of    this    chapter   is  concerned   with  the   Department 
of  State   Lands'   management  of  fee  lands. 

A  number  of  state  agencies  have  leased  parcels  of  fee  land  to 
others  to  obtain  revenue  from  land  which  is  not  being  utilized.  In 
some  cases,  the  leases  are  being  administered  by  the  agency  and 
in  other  cases  the  leases  are  being  administered  by  the  Department 
of  State  Lands.  In  several  instances,  there  are  agencies  which 
have  leases  which  are  administered  by  both  the  agency  and  the 
Department  of  State  Lands.  We  are  recommending  that  certain 
types  of  leases  be  administered  by  the  Department  of  State  Lands 
and  other  leases  continue  to  be  administered  by  the  agencies 
themselves.  The  criteria  used  for  determining  which  agency 
should   administer  the   leases  are  as  follows: 


1.  All  mineral  and  oil  and  gas  leases  should  be  administered 
by  the  Department  of  State  Lands.  This  will  ensure  the 
state  has  uniform  mineral  leasing  policies  and  standardized 
lease  rates  on  state  land.  The  department  has  developed 
procedures  for  receiving  oil  and  gas  lease  applications, 
for  advertising  for  bids,  and  for  holding  oral  bidding 
for  leases.  In  addition,  the  department  is  familiar  with 
such  matters  as  minimum  well  spacing  law,  assignment  of 
leases   and    pooling   and   unit  agreements. 
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2.  If  the  land  being  leased  to  others  is  related  to  the 
mission  of  the  agency  or  there  are  specific  reasons  why 
self-administration  is  necessary,  we  recommend  the 
surface    leases    be    administered    directly    by    the    agency. 

3.  All  surface  leases  which  do  not  meet  the  criteria  in  2. 
should  be  administered  by  the  Department  of  State 
Lands.  This  will  result  in  uniform  lease  administration 
by     the    agency    that    specializes    in    the    leasing    of    land. 


DEPARTMENT    OF    ADMINISTRATION 

The      Department     of     Administration      is      responsible     for     the 
Capitol    Complex    and   for  obtaining   and   assigning   space  for  all   state 
agencies    in    Helena,     with    the    exception    of   the    Montana    University 
System.      The   primary   landholdings  of  the   Department  of  Administra- 
tion   consist    of    existing    building    locations,     future    building    sites, 
and     parking     lots.        Department    officials    estimate    the    department 
owns     55  acres    of     land.       The     state    agencies     who     lease    building 
space     in     state-owned     buildings     pay    the     Department    of    Adminis- 
tration  for  the   space  occupied.      If  the   Department  of  Administration 
acquires      building      space     for     state     agencies     in     privately-owned 
buildings,    the  state  agency  occupying   the  building   space   is   respon- 
sible for  payment  of  the   lease. 

We    did    not    have    any    concerns    or    recommendations   relating   to 
the    Department  of  Administration's   landholdings.      The  department's 
landholdings    are    primarily    related    to   ownership    of    state    buildings 
which   was   not  part  of  this  audit. 
DEPARTMENT   OF    AGRICULTURE 

In  1933  the  federal  government  established  a  rural  rehabilita- 
tion program.  This  program  was  designed  to  help  farmers  and 
ranchers  in  low  income  rural  areas.  Land  was  purchased  by  each 
state    with    federal    grant   money    to  construct   irrigation   projects  and 
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to  provide  employment  opportunities.  These  lands  were  then  sold 
back  to  farmers  and  ranchers.  When  the  lands  were  sold,  certain 
purchasers  chose  not  to  purchase  the  mineral  rights.  In  1950 
Congress  voted  to  turn  the  assets  of  the  rural  rehabilitation  program 
over  to  each  state.  The  assets  included  both  funds  and  property. 
In  Montana  the  assets  were  eventually  turned  over  to  the  Department 
of  Agriculture. 

As  a   result  of  the   rural    rehabilitation   program,    the  Department 
of  Agriculture  owns  or  partially  owns  the  mineral    rights  on   approxi- 
mately   6,000    acres    of    land    in    Montana.      The    acreage    is    located   in 
Custer,    Dawson,    Prairie,    Lake,    Valley,    Phillips,    and    Blaine  Counties. 
At    the    time   of   the   audit,    no   one    leased    the   mineral    rights   owned 
by  the  department. 

In   addition  to  its  mineral   rights,   the   Department  of  Agriculture 
has    custodial    responsibility    for    approximately    215  acres    of    land   on 
which    the    Lewis    and    Clark    County    Fairgrounds    are    located.      The 
land    is    being    leased    to    Lewis    and    Clark    County    for    $1.00    for    a 
50-year   lease   period   which   expires   in   2008. 
Lease  or  Sale  of  Mineral    Rights 

It  is  in  the  best  interests  of  the  state  to  develop  state-owned 
lands  to  realize  their  highest  and  best  use  and  derive  the  most 
revenue.  To  gain  the  most  benefit  from  mineral  right  ownership, 
there  are  two  alternatives  which  the  Department  of  Agriculture 
should  consider.  The  first  alternative  would  be  to  turn  administra- 
tive responsibility  of  the  mineral  rights  over  to  the  Department  of 
State  Lands.  This  alternative  would  ensure  the  state  has  uniform 
mineral    leasing    policies    and    standardized   lease   rates  on   state   land. 
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The  second  alternative  would  be  for  the  department  to  consider 
selling  their  mineral  rights.  This  alternative  would  eliminate  the 
need  for  management  of  the  mineral  interests  by  the  department 
and  would  bring  additional  one-time  revenue  to  the  rural  rehabilita- 
tion program.  In  addition,  the  state  could  receive  benefits  in  the 
form  of  tax  revenues  if  the  minerals  were  developed  by  the  private 
sector. 

We  contacted  the  department  regarding  the  two  alternatives. 
In  response,  the  department  director  stated  that  the  department 
has  turned  over  administrative  control  of  the  6,000  acres  of  mineral 
rights  to  the  Department  of  State  Lands.  The  Department  of  State 
Lands  has  been  formally  requested  to  administer  the  Department  of 
Agriculture's  mineral  rights  for  leasing  purposes. 
DEPARTMENT   OF   COMMERCE 

The    Aeronautics    Division    of    the    Department    of    Commerce    is 
responsible  for  11   different  airports  and  21    beacon   sites   in   Montana. 
The    division    owns    or    controls    approximately    1,370  acres    of    land 
(440    owned    and    935    leased)    associated    with    public    and/or    emer- 
gency  airports. 

At  four  airport  sites  the  division  has  leased  land  to  others. 
At  Lincoln  the  division  has  leased  5  acres  to  a  post  and  pole  plant 
near  the  end  of  the  airport  runway.  The  division  also  leases 
space  to  a  local  flying  club  for  its  airport  hangar.  At  the  Dell 
airport  the  division  leases  space  to  two  individuals  for  an  airport 
hangar.  At  the  Sweetgrass  airport  there  is  no  formal  lease,  but 
two  area  farmers  alternately  cut  the  hay  at  the  airport  in  return 
for    the    cut    hay.       Finally,    at   West    Yellowstone  there  are  a  number 
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of  lease  arrangements.  The  division  leases  space  at  this  airport  to 
two  airlines,  a  private  aviation  company,  a  gift  shop,  a  restaurant, 
and  three  car  rental  agencies.  In  addition,  two  bus  companies  and 
a  taxi  service  pay  fees  to  pick  up  airline  passengers.  The  total 
lease  income  for  all  airport  sites  in  1982  was  approximately  $71,700. 
Administrative  control  of  these  leases  should  remain  with  the 
Aeronautics  Division  because  the  land  is  directly  related  to  the 
mission  of  the  division.  In  addition,  the  division  has  the  most 
experience  with   airports  and   airport  needs. 

The  division  leases  19  beacon  sites  and  owns  2  others.  The 
beacon  lease  rates  vary  from  free  use  to  $300  per  year.  The 
beacon  sites  involve  only  a  minimal  amount  of  acreage  with  the 
average  site  being  about  one  acre.  The  Aeronautics  Division  pays 
$1,345  per  year  for  the  19  leases. 
Airport   Land    Use 

An  examination  of  division  files  revealed  a  number  of  airport 
lease  agreements  which  have  expired.  In  addition,  the  review 
indicated  that  lease  payments  have  not  been  paid  to  the  division  on 
a  timely  basis.  In  one  case  a  lease  payment  had  not  been  paid  in 
two  years. 

Our  field  examination  of  division  land  noted  the  use  of  division 
facilities  by  a  seismic  company.  A  company  had  parked  a  trailer 
house  at  the  Lincoln  airport  to  use  as  home  base  for  its  helicopters. 
The  division  did  not  know  the  airport  was  being  used  for  this 
activity.  Soon  after,  the  division  began  charging  the  seismic 
company  $100  per  helicopter  per  month  for  the  two  helicopters 
stationed   at  the  airport. 
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The  division  could  improve  the  management  of  its  land. 
Sound  business  and  land  management  practices  dictate  that  lease 
agreements  should  be  current  and  lease  payments  monitored  to 
assure  they  are  timely.  By  allowing  lease  payments  to  become 
delinquent,  the  division  is  not  receiving  income  for  land  which  is 
being  utilized.  By  not  having  current  lease  agreements,  the 
division  has  no  assurance  the  land  is  being  used  as  specified  in 
the   lease  agreements. 

The  department  should  develop  a  system  for  the  management 
of  its  airport  land.  A  record  keeping  system  should  be  developed 
and    instituted   which   will   allow   personnel    to  monitor   leases. 

Division  officials  agreed  that  leases  had  expired  and  that  the 
billing  of  tenants  had  been  overlooked.  Officials  indicated  that 
measures  would  be  taken  to  insure  that  these  incidents  would  not 
occur  again.  Division  officials  stated  sporadic,  unauthorized  use 
of  airports  would   be  difficult  to  eliminate. 

RECOMMENDATION   #16 

WE    RECOMMEND   THE    DEPARTMENT   OF   COMMERCE    INSTITUTE 

A   MANAGEMENT   SYSTEM    FOR    ITS    LANDHOLDI NGS . 

DEPARTMENT   OF    FISH,    WILDLIFE   AND    PARKS 

The  Department  of  Fish,  Wildlife  and  Parks  has  the  responsi- 
bility for  protecting  and  preserving  the  state's  fish  and  wildlife 
and  conserving  the  scenic,  historic,  archaeologic,  scientific,  and 
recreational  resources  of  the  state.  The  department  has  done  this 
by    acquiring    properties    which    contain    the    appropriate    resources. 
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The  department  can  purchase,  lease,  or  accept  by  donation 
any  areas,  sites,  parks,  state  recreational  areas,  state  monuments 
or  historical  sites.  The  department  classifies  land  acquisitions  into 
six   groups   according   to  use. 


1.  Game  Management  Areas  -  provide  game  wintering  areas 
and   water  fowl    rearing   areas. 

2.  Fishing  Access  Sites  -  provide  public  access  to  fishing 
waters. 

3.  State  Parks,  Monuments,  and  Recreation  Areas  -  areas  of 
scenic,  scientific,  historical,  archaeological,  or  recrea- 
tional  significance. 

4.  Fish  Hatcheries  -  the  department  owns  and  operates  14 
fish   hatcheries   and   spawn    stations. 

5.  Administrative  Sites  -  regional  headquarters,  warehouses, 
patrol   cabins,    and   checking   stations. 

6.  Bird    Farms   -   the  department  owns   two  bird  farms. 


Acquisitions  are  funded  from  various  sources  including  the 
coal  severance  tax,  the  federal  government,  and  $1  from  every 
fishing  license  fee.  Federal  funding  for  land  purchases  has  been 
available  from  several  sources  on  a  matching  fund  basis.  The 
federal   government  usually  provides  50  or  75  percent  of  the  funds. 

The  Department  of  Fish,  Wildlife  and  Parks  owns  or  leases 
over  324,800  acres  of  land.  The  following  chart  explains  what 
land  is  owned  and  leased,  and  shows  the  categories  of  land  by 
acreage  and   cost. 
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DEPARTMENT  OF  FISH,  WILDLIFE  AND  PARKS 


LAND  SUMMARY  AS  OF 

JULY  1982 

1 
Acres 

Cost 

1 

Purchased 

Leased 

Totals 

Purchased 

Lease 

Admin.  Sites 

20 
+  1  Lot 

20 

240 
+  1  Lot 

$       629 

$  1,685 

Wildlife  Mgt. 

184,437 

90,936 

275,373 

8,608,783 

37,563 

Areas 

Fish  Hatcheries  & 

284 

69 

352 

76,027 

-0- 

Spawning  Stations 

Fishing  Access 

18,138 

2,107 

20,246 

4,990,116 

3,310 

Areas 

State  Parks,  Monu- 

18,374 

10,216 

28,590 

4,775,144 

952' 

ments,  and  Recrea- 

tion Areas 

+61  Lots 

+61  Lots 

TOTALS 

221,452 
+62  Lots 

103,348 

324,801 
+62  Lots 

$18,450,699 

$43,510 

1 


Rounded  to  the  nearest  acre  and  the  nearest  dollar  value. 


Many  of  these  leases  are  with  government  agencies  for  no  charge. 
Source:   Department  of  Fish,  Wildlife  and  Parks 

Illustration  9 

In  addition  to  the  department  owning  land  and  leasing  land 
from  others,  the  department  also  leases  land  to  others.  The  types 
of  leases  include  grazing,  agricultural,  cabin  site,  and  oil  and  gas 
leases.  The  department  leases  approximately  14,000  acres  of  land 
for  grazing,  agricultural  use,  and  oil  and  gas  production.  The 
department  received  $8,738  in  fiscal  year  1981-82  for  oil  and  gas 
leases  and  $38,165  in  calendar  1982  from  cabin  site  leases.  The 
total  income  from  grazing  and  agricultural  leases  could  not  be 
determined  because  of  the  large  number  of  crop-share  and  work 
agreements    which    have    been    implemented   in    lieu  of  cash   payments. 
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The  Department  of  Fish,  Wildlife  and  Parks  should  retain 
administrative  control  over  its  grazing  and  agricultural  leases 
because  they  are  directly  related  to  its  mission  of  protecting  and 
preserving  the  state's  wildlife.  These  leases  are  used  to  increase 
forage  and  cover  for  wildlife  by  selective  grazing  practices,  by  the 
planting  of  cereal  grains,  and  by  containing  noxious  weeds.  The 
department  should  retain  its  cabin  site  leases  because  they  are 
related  to  its  mission  of  providing  for  the  use  and  enjoyment  of 
the  state's  recreational  resources.  However,  the  department's  oil 
and  gas  leases  should  be  transferred  to  the  Department  of  State 
Lands  as  discussed   below. 

During  our  review  of  the  department,  we  developed  three 
areas  which  require  departmental  consideration  and  future  action. 
These  areas  are   related   to: 

--filing   land    records; 

--transferring  oil   and  gas   leases;    and 

--establishing   cabin   site   lease   rates. 

Filing    Land    Records 

Currently  the  department  owns  approximately  221,000  acres 
and  leases  another  103,000  acres  of  land.  Records  of  the  depart- 
ment's leased  land  are  not  filed  with  the  Department  of  State 
Lands.  Section  2-17-123,  MCA,  requires  every  state  agency 
holding,  leasing,  or  administering  real  property  to  furnish  the 
Board  of  Land  Commissioners  with  ownership  information  concerning 
that  property.  This  ownership  information  includes  the  legal 
description   and   term  of  the   lease. 
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The  purpose  of  filing  land  information  in  a  central  file  is  to 
provide  members  of  the  public  and  state  agencies  with  a  method  by 
which  they  can  obtain  information  concerning  the  nature,  location, 
and   extent  of  real    property   held   by  all    state  agencies. 

It    would    not    require    excessive    work    to    keep    the    lease    land 
records    at    the   Department  of  State   Lands   up   to  date.      A    review  of 
the   lease   records   indicates  that  only   12  of  the  department's   approxi- 
mately   100    lease    agreements    are    either    renewed    annually    or    have 
an  expiration   date   in   1983. 

The  Department  of  Fish,  Wildlife  and  Parks  should  provide 
the  Department  of  State  Lands  with  the  required  information  for 
leased  lands.  The  Department  of  Fish,  Wildlife  and  Parks  is  now 
in  the  process  of  computerizing  its  land  records.  Department  of 
Fish,  Wildlife  and  Parks  officials  say  they  could  then  routinely 
transfer  lease  information  to  the  Department  of  State   Lands. 

RECOMMENDATION   #17 

WE  RECOMMEND  THE  DEPARTMENT  OF  FISH,  WILDLIFE  AND 
PARKS  SUBMIT  INFORMATION  ON  LEASED  LANDS  TO  THE 
DEPARTMENT  OF  STATE  LANDS  AS  REQUIRED  BY  SECTION 
2-17-123,    MCA. 

Oil   and   Gas   Leases 

Currently  the  Ecological  Services  Division  administers  the 
department's  seismic  permits  and  oil  and  gas  leases.  The  agency 
receives  revenue  from  both  permits  and  leases.  The  department 
recognizes   that  oil   and   gas   leasing  on   department   land,    while 
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minimal  at  this  time,  could  expand  substantially  in  the  future.  A 
study  done  for  the  department  estimated  that  gross  annual  revenue 
from  oil  and  gas  leasing  could  go  as  high  as  $279,000  by  1985, 
compared   to  approximately  $7,000   in   fiscal   year  1981-82. 

We  recommend  the  department  transfer  administrative  respon- 
sibility for  oil  and  gas  leasing  to  the  Department  of  State  Lands. 
This  transfer  of  administration  would  ensure  uniform  leasing  policies 
and  standardized  lease  rates  on  state  land.  The  Department  of 
Fish,  Wildlife  and  Parks  would  retain  control  over  specifying  which 
lands  to  lease  and  would  set  protective  lease  provisions  and  monitor 
those  activities  affecting  surface  resources.  These  provisions 
include  consideration  of  well  location,  seasonal  drilling  restrictions, 
and  other  environmental  aspects  which  could  affect  wildlife  or 
recreational    resources. 

Department  officials  responded  that  they  would  like  to  have 
the  option  of  having  the  Department  of  State  Lands  include  Depart- 
ment of  Fish,  Wildlife  and  Parks'  lands  in  its  oral  auctions  or  allow 
the  Department  of  Fish,  Wildlife  and  Parks  to  negotiate  the  lease 
directly   with   interested   parties. 

RECOMMENDATION   #18 

WE  RECOMMEND  THE  DEPARTMENT  OF  FISH,  WILDLIFE  AND 
PARKS  TRANSFER  THE  ADMINISTRATION  OF  OIL  AND  GAS 
LEASING   TO   THE    DEPARTMENT   OF   STATE    LANDS. 
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Cabin   Site   Leases 

The  Department  of  Fish,  Wildlife  and  Parks  leases  330  cabin 
sites  at  three  different  locations:  Canyon  Ferry  reservoir,  Deadman's 
Basin  reservoir,  and  Painted  Rocks  reservoir.  The  majority  of  the 
cabin  sites  (265)  are  located  at  Canyon  Ferry.  The  lease  rates  for 
these  cabin  sites  are  $100  or  $230  per  year  depending  upon  when 
the  lease  agreement  expires.  At  Painted  Rocks  there  are  17  cabin 
sites.  There  are  three  different  lease  rates  which  vary  according 
to  the  cabin  sites'  proximity  to  the  shoreline.  The  rates  are  $100 
per  year  for  cabin  sites  on  the  shoreline,  $75  for  cabin  sites  away 
from  the  shore,  and  $50  for  cabin  sites  which  are  even  further 
removed  from  the  shoreline.  There  are  47  cabin  sites  at  Deadman's 
Basin.      The  current  lease  rate  is  $35  per  year. 

A  1976  legislative  audit  report  stated  that  the  department's 
yearly  lease  rates  appeared  to  be  unreasonably  low.  The  Depart- 
ment of  Fish,  Wildlife  and  Parks  concurred  with  the  report. 
Although  the  lease  rates  at  Painted  Rocks  and  Deadman's  Basin 
have  remained  unchanged,  the  department  adjusted  the  lease  rates 
at  Canyon  Ferry.  The  rates  at  Canyon  Ferry  are  at  a  level  that  a 
department  official  described  as  equitable  and  defensible.  According 
to  department  documents,  the  rates  were  set  based  on  several 
priorities  including:  1)  the  department  is  going  to  make  a  profit; 
2)  it  is  going  to  recover  all  administrative  costs;  and  3)  it  is  only 
going  to  provide  land  for  lease  and  not  any  other  services  except 
road  maintenance.  The  department  does  not  include  appraisals  of 
land   value   in    its  determination  of   lease   rates. 
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There  are  several  private  and  federal  organizations  which 
have  land  appraisals  done  prior  to  establishing  cabin  site  lease 
rates,  including  the  U.S.  Forest  Service  and  the  Bureau  of  Land 
Management.  The  appraisals  aid  in  establishing  the  market  value 
for  leased  parcels.  In  Chapter  1 1 1  of  this  report,  we  recommended 
that  the  Department  of  State  Lands  set  cabin  site  rates  at  5  percent 
of  the  appraised  value  of  the  property  without  improvements. 
Since  cabin  site  leases  constitute  the  use  of  public  lands  for  private 
use  and  enjoyment  at  the  exclusion  of  the  public  at  large,  the 
department  should  establish  lease  rates  for  cabin  sites  consistent 
with   those  of  the   Department  of  State   Lands. 

RECOMMENDATION   #19 

WE  RECOMMEND  THE  DEPARTMENT  OF  FISH,  WILDLIFE  AND 
PARKS  ESTABLISH  THE  LEASE  RATES  FOR  ALL  CABIN 
SITES  AT  5  PERCENT  OF  THE  APPRAISED  VALUE  OF  THE 
PROPERTY   WITHOUT    IMPROVEMENTS. 

DEPARTMENT   OF    HIGHWAYS 

The  Department  of  Highways  has  the  statutory  authority  to 
acquire,  manage,  and  dispose  of  property  for  highway  purposes. 
As  a  result,  the  department  has  acquired  highway  right-of-way 
and  other   land   parcels   in  order  to  meet   its   responsibilities. 

The     Department     of     Highways     has    three    different    types    of 
land:        administrative     sites,      highway      right-of-way,      and     excess 
land.      At  the   present   time,    the  department  does   not  compile  acreage 
statistics    on    its    administrative    sites    or    excess    land;    however,    the 
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department  has  estimated  that  it  owns  approximately  163,760  acres 
of  highway  right-of-way.  The  total  acreage  includes  interstate, 
primary,    secondary,    and    urban    road   systems. 

The     Department     of     Highways     has     acquired     a     considerable 
amount   of    land    in    excess    of    its   right-of-way    requirements   through 
the  years  of  acquiring   land   for  highway   construction.      The  majority 
of    excess     land    acquired    is    due    to    one    or    more    of    the    following 
reasons: 


--The  tract  was  severed  from  the  parent  property  and  could 
not  be  utilized  because  of  its  limited  size  or  the  owner  did 
not  want  it. 

--Access  to  the  tract  had   been  cut  off,    particularly  on   interstate 
highways  or  due  to  construction  features. 

--Most  of  the  ownership  was  in  the  taking,  leaving  only  an 
uneconomic  remainder. 

--The  area  was  purchased  for  a  materials  source  and  all  of  the 
materials   have  been   removed. 

--It  was  more  economical  to  purchase  the  entire  parcel  rather 
than   pay  depreciation  on  the  portion   not  purchased. 

--The  area  became  excess  as  a   result  of  a  plan  change. 


Currently  the  department  leases  land  to  others  for  grazing, 
agricultural,  commercial,  and  oil  and  gas  purposes.  For  fiscal 
year  1982,  the  Department  of  Highways  received  over  $56,400  in  oil 
and  gas  revenues.  The  oil  and  gas  leases  are  being  administered 
by  the  Department  of  State  Lands.  In  addition,  for  calendar  year 
1982,  the  department  received  over  $375,000  from  lease  payments 
and  excess  land  sales.  The  department  does  not  lease  land  from 
individuals  or  organizations. 
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Tracts  of  excess  land  are  leased  to  others  rather  than  sold 
when  they  fall    under  any  of  the  following   categories: 

--The  state  cannot  issue  a  merchantable  title. 

--The   tract    may    be    required   for  future  highway  or  maintenance 
purposes. 

--The  tract  contains  gravel   which  can   be  used  on  future  highway 
projects. 

--The  tract  is   to  be   retained   for  exchange   purposes  for   right-of- 
way  on   another   project. 

Since  many  of  the  tracts  are  kept  for  future  highway  purposes, 
the  leases  often  have  special  provisions.  The  leases  have  a  10  to 
30  day  cancellation  clause.  The  leases  are  for  terms  of  one  or 
three  years.  There  are  restrictions  on  subleasing  and  assigning. 
Some  land  is  technically  not  leased  but  is  managed  by  use  permits. 
Use  permits  have  even  more  restrictions  placed  on  the  person  using 
the   land. 

The  Department  of  Highways  should  retain  administrative 
control  over  its  surface  leases.  This  is  because  the  leased  land  is 
often  needed  for  future  highway  projects  and  requires  unique  lease 
provisions  as  discussed  above.  In  addition,  the  department  is  the 
appropriate  agency  to  assure  the  leases  do  not  interfere  with 
highway   safety  or  efficiency. 

According  to  department  officials,  there  is  not  an  active 
program  to  sell  or  lease  excess  property.  Sales  and  leases  are 
usually  initiated  by  someone  interested  in  a  specific  parcel.  Depart- 
ment officials  say  they  do  not  have  an  active  program  for  disposal 
of  excess  land  partly  because  of  several  hindrances  which  we 
identified   in   our   1982   performance  audit  of  the   Department  of 
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Highways.  Chapter  VII  of  the  1982  audit  report  makes  recom- 
mendations designed  to  remove  the  above  hindrances.  The  1983 
Legislature  addressed  three  of  the  hindrances  related  to  excess 
land  sales.  House  Bill  320  would  have  revised  the  method  by 
which  the  Department  of  Highways  disposes  of  real  property  by: 
1)  raising  the  value  of  real  property  that  could  be  sold  by  private 
sale  from  $100  to  $500;  2)  allowing  the  department  the  option  to 
sell  land  at  a  public  auction  or  through  sealed  bids;  3)  removing 
the  provision  allowing  the  successor  in  interest  to  meet  the  high 
bid  when  a  parcel  of  land  is  sold.  However,  the  bill  failed  to 
pass. 

We  made  another  recommendation  related  to  the  department's 
excess  land.  This  recommendation  was  to  increase  the  fees  for 
leases  in  order  to  recover  the  costs  of  issuing  and  renewing  the 
leases.  The  department  agreed  with  the  recommendation  and  is 
taking  steps  to  at  least  recover  costs  related  to  issuing  and  renew- 
ing leases.  Because  the  Legislature  has  already  addressed  our 
1982  recommendations  and  because  of  the  Department  of  Highways' 
efforts  to  institute  changes,  we  do  not  make  any  additional  recom- 
mendations relating  to  the  department's  landholdings. 
DEPARTMENT   OF    INSTITUTIONS 

The  Department  of  Institutions  has  the  authority  to  lease  or 
purchase  lands  for  use  by  the  state's  ten  institutions,  and  classify 
those  lands  to  determine  which  could  be  used  for  agricultural 
purposes.  The  department  must  take  into  consideration  the  need 
of  all  institutions  for  food  products  and  the  relative  value  of 
agricultural     programs     in     the     treatment     or     rehabilitation     of    the 
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persons  in  the  institutions.  If  any  state  institution  has  land  which 
is  no  longer  used  for  institutional  purposes,  the  Board  of  Land 
Commissioners,  after  consultation  with  the  appropriate  legislative 
subcommittee,  has  the  authority  to  dispose  of  these  lands  (section 
77-2-302,    MCA). 

All  of  the  state's  institutions  have  landholdings  of  varying 
amounts.  For  several  institutions,  including  Boulder,  Pine  Hills 
School,  Montana  State  Prison,  and  Galen,  there  was  at  some  time  a 
farming  operation  in  effect.  At  the  present  time,  only  Montana 
State   Prison   has   an   active  farming/ranching  operation. 

While  conducting  our  review  of  the  Department  of  Institutions' 
land  records,  we  noted  that  the  department,  through  the  various 
institutions,  owns  approximately  38,600  acres  of  land.  The  follow- 
ing chart  summarizes  the  department's  landholdings.  The  actual 
acreage  could  not  be  determined  at  Warm  Springs,  Galen,  or  Montana 
State  Prison. 

DEPARTMENT  OF   INSTITUTIONS 


LANDHOLDINGS 


Institution 


Center   for   the   Aged 

Eastmont   Training   Center 

Veterans'    Home 

Mountain  View 

Warm   Springs 

Galen 

Swan  River  Youth  Forest 

Camp 

Boulder 

Pine  Hills 

Montana  State  Prison 

1 

2 

_  Actual  acreage  could  not  be  determined 

Does  not  include  the  Prison  Ranch. 


Campus 

Acres  Owned 

Grounds 

Acres  Leased 

40 

20 

20 

30 

30 

0 

147 

50 

80 

240 
1,532/1,355^ 
560/240 

36 

204 

360 

1,220/1,150 

80 

480 

52 

52 

0 

1,320 

100 

1,048 

2,770 
,400/32,000 

50 
200 

2,720 

575 

1 


Land  leased  to  others  -  does  not  include  easements 


Source:   Compiled  by  the  Office  of  the  Legislative  Auditor  from 
department  records 
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The  state  receives  approximately  $14,700  per  year  from  leases 
on  about  5,900  acres  of  department  land.  This  does  not  include 
$40,100  received  in  fiscal  year  1981-82  from  oil  and  gas  leases  on 
the  Prison  Ranch.  These  leases  are  administered  by  the  Depart- 
ment of  State  Lands.  The  revenues  from  these  leases  are  deposited 
in  the  General    Fund. 

The   department   paid  $69,501    in   1981   to  lease  5,155  acres  from 
the   Department  of  State   Lands. 

We   found   three   areas   where   the   department  could   improve  its 
land  management  practices.      These  areas  are  related  to: 
--land   records; 

--administration  of  leases;   and 
--surplus  land. 
Land   Records 

Our  recommendations  related  to  the  Department  of  Institutions' 
land  records,  and  the  land  records  at  various  institutions,  are 
separated  into  the  areas  of  acreage  discrepancies  and  inadequate 
lease  records.  These  areas  are  important  because  without  adequate 
documentation  and  knowledge  of  the  identified  institutions'  land- 
holdings  it  is  difficult  for  us  or  the  department  to  make  an  accurate 
analysis  of  how  those  landholdings  should  be  managed. 

Acreage  Discrepancies 

Both  the  Department  of   Institutions  and  the  individual   institu- 
tions  maintain    land    records.      Records   for   Warm  Springs  and   Galen 
conflict     with     records     at     the     Department     of     Institutions    in    the 
number  of  acres  these  institutions  own  or  control.      Records  obtained 
from    the    department    list    at    least    two   different   acreage   totals   for 
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Montana    State    Prison.       These    discrepancies    prevent    determination 
of  the  actual   extent  of  the   Department  of   Institutions'    landholdings. 

A  summary  of  landholdings  obtained  from  the  department 
indicates  that  Warm  Springs  State  Hospital  has  1,532  acres  of  land; 
however,  documents  examined  at  the  institution  state  that  Warm 
Springs  has  1,355  acres.  Although  a  deed  for  1,355  acres  was 
found  at  Warm  Springs,  it  could  not  be  confirmed  whether  any 
other  deeds  exist. 

The  department's   land   summary  stated  that  Galen   has  560  acres 
of    land.        Documents     examined     at    Galen    indicated    the    institution 
only    has    240    acres.       The    discrepancy    at    Galen    may    be    explained 
by  a  trust   land   lease  that  Galen   has;    however,   the  total   acreage  at 
Galen  could   not  be  confirmed. 

A  review  of  land  listings  obtained  from  the  Department  of 
Institutions  identified  conflicting  acreage  amounts  for  Montana  State 
Prison.  One  document  indicated  the  prison  had  landholdings  of 
approximately  32,000  acres,  while  another  listed  the  total  as  over 
32,400  acres.  Testimony  at  a  1983  legislative  hearing  indicated  the 
prison's   landholdings  are  between   36,000  and  40,000  acres. 

Inadequate   Lease   Records 

Our  review  indicated  that  the  lease  records  were  inadequate 
at  both  the  Prison  and  Warm  Springs.  Neither  the  Department  of 
Institutions'  land  records  nor  Montana  State  Prison  land  records 
show  completely  what  land  the  Prison  leases.  Instead  of  being 
able  to  rely  on  actual  lease  agreements,  Prison  personnel  were 
required  to  rely  on  their  memories  to  indicate  what  parcels  were 
leased    to    others.       In    many    cases,    they    did    not    know   either   the 
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terms  of  the  lease  or  the  lease  boundaries.  In  addition,  the 
records  at  the  Department  of  Institutions  contained  few  formal, 
up-to-date  lease  agreements;  however,  the  records  did  have  a 
great  deal  of  correspondence  which  referred  to  old  leases  and 
requests  to  lease  Prison  land.  We  were  not  able  to  accurately 
determine   what    land    the    Prison    leases   or    the   terms   of   the    leases. 

The  department's  land  summary  states  that  Warm  Springs 
leases  1,150  acres  to  the  Department  of  Fish,  Wildlife  and  Parks 
(DFWP).  However,  DFWP  records  indicate  the  lease  is  for  1,215 
acres.  The  lease  agreement  does  not  state  how  many  acres  are 
included  in  the  lease  and  we  could  not  confirm  the  actual  acreage 
covered   by  this   lease. 

Summary  and   Conclusions 

Neither  the  Department  of  Institutions  nor  the  institutions 
mentioned  have  complete  land  inventory  or  land  use  records.  An 
accurate,  comprehensive  inventory  of  landholdings  is  a  useful  tool 
in  managing  and  coordinating  the  use  of  land.  The  inventory 
could  be  used  to  make  reviews  for  granting  of  easements;  for 
planning  future  land  needs;  and  for  identifying  surplus  land.  An 
accurate   inventory  also   provides  a   permanent   record  of   landholdings. 

In  December  of  1981  the  Department  of  Institutions  requested 
all  institutions  to  compile  a  list  of  landholdings.  Some  of  the 
institutions,  including  Boulder  and  Pine  Hills,  obtained  abstracts 
of  title  to  accurately  determine  their  landholdings.  Abstracts  of 
title  or  a  title  search  could  help  clarify  the  extent  of  landholdings 
at  Warm  Springs,  Galen,  and  Montana  State  Prison.  The  depart- 
ment should  obtain   evidence  of  title  for  these   institutions. 
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The  department  should  also  complete  a  review  of  all  lands 
leased  at  each  of  the  institutions  to  determine  the  number  of  acres 
leased  and  the  terms  of  those  leases.  In  conjunction  with  this 
review,  the  lease  agreements  and  land  records  should  be  standard- 
ized and  categorized  in  order  to  update  and  clarify  existing  records, 
Copies  of  these  records  should  be  retained  at  each  of  the  institu- 
tions, the  Department  of  Institutions,  and  the  Department  of  State 
Lands   in  order  to  monitor   land   usage. 

Department  officials  agree  their  land  records  are  incomplete 
and  in  need  of  updating.  The  department  is  in  the  process  of 
completing  land  portfolios  for  each  institution  which  will  include 
copies  of  all   deeds   and   current   leases. 

RECOMMENDATION   #20 

WE    RECOMMEND   THE    DEPARTMENT   OF    INSTITUTIONS: 

A.  OBTAIN       EVIDENCE      OF      TITLE      FOR      WARM     SPRINGS, 
GALEN,    AND   MONTANA   STATE    PRISON. 

B.  INITIATE    A     REVIEW    OF    ALL    LANDS    LEASED    AT    EACH 
INSTITUTION. 

C.  STANDARDIZE    AND    CLARIFY    EXISTING    LAND    RECORDS 
AND    LEASE    AGREEMENTS    AND    PLACE    COPIES    IN    APPRO- 
PRIATE   LOCATIONS. 

Administration   of   Leases 

At  the  present  time,  the  Department  of  Institutions  and  the 
Department  of  State  Lands  administer  leasing  of  Department  of 
Institutions'     land.       At    Montana     State     Prison,     the    Department    of 
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Institutions  and  the  Prison  administer  leases  where  there  is  little 
or  no  monetary  compensation,  including  two  crop-share  agreements 
and  a  land-use  agreement.  The  Department  of  State  Lands  admin- 
isters leases  which  require  monetary  compensation.  For  example, 
the  Prison  leases  about  16  acres  to  the  city  of  Deer  Lodge  for 
$1.00  per  year,  whiie  the  Department  of  State  Lands  administers  a 
7-acre   lease  of   Prison    land   for  $200   per  year. 

The    Boulder    River    School    and    Hospital    has    seven    parcels    of 
land   which   it   leases   to  others.      Six  of  these   leases  are  administered 
by     the     institution    and    the    Department    of    Institutions,     while    the 
remaining    lease    is    administered    by    the    Department  of  State   Lands. 
The  major   land    lease  administered   by  the   institution   and   department 
has   expired. 

At  Boulder  and  Montana  State  Prison,  land  is  leased  to  local 
governments  for  charges  ranging  from  $1  to  $50  per  year  with  the 
majority  being  $1  or  $5.  Even  though  these  are  minimal  amounts, 
we  could  find  no  evidence  that  the  Department  of  Institutions  is 
collecting  all  these  lease  fees.  In  addition,  we  could  not  determine 
if  the  department  is  collecting  the  $25  per  year  lease  payment  for 
a  grazing    lease  at   Boulder. 

Summary  and   Conclusion 

The  Department  of  Institutions  should  transfer  all  leases  to 
the  Department  of  State  Lands.  The  leased  land  is  not  related  to 
the  mission  of  the  Department  of  Institutions.  It  is  not  being  used 
to    house    or     rehabilitate    the    people     in     the    various     institutions. 

As  mentioned  earlier,  lease  records  for  the  institutions  are 
incomplete    and    often    inaccurate.       At    Montana    State    Prison    there 
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are  a  number  of  land  parcels  which  are  being  leased  to  local  govern- 
ments for  which  no  lease  agreements  can  be  found  in  either  the 
Prison's  or  the  department's  records.  In  contrast,  the  leases 
which  are  being  administered  by  the  Department  of  State  Lands  are 
easy  to  identify  because  of  the  documentation  it  uses  as  part  of  its 
administration.  Department  of  Institutions  officials  responded  that 
if  lease  administration  were  transferred  to  the  Department  of  State 
Lands,  that  they  would  want  to  reserve  the  right  to  determine  that 
each  lease  is  in  the  best  interest  of  the  Department  of  Institutions 
and   the  affected    institution. 

RECOMMENDATION   #21 

WE    RECOMMEND   THE    DEPARTMENT   OF    INSTITUTIONS   TRANS- 
FER   ALL     LEASES    TO    THE    DEPARTMENT    OF    STATE    LANDS. 

Surplus    Land 

At  all  of  the  institutions  there  is  land  that  is  not  presently 
being  used  by  the  individual  institutions.  This  surplus  land  is 
primarily  being  leased  to  others  and  therefore  is  not  being  used 
for  the  principal  purpose  of  the  various  institutions.  The  following 
is  a  synopsis  of  the  individual  institutions'  landholdings  and  land 
use  that  we  have   identified: 


Center  for  the  Aged  The  landholdings  for  this  institution 
consist  of  a  40-acre  parcel  on  the  outskirts  of  Lewistown. 
The  actual  campus  utilizes  approximately  20  acres.  The 
remaining   20  acres  are  being    leased   to  a  department  employee. 

Eastmont  Training  Center  This  institution  has  30  acres  of 
land.  The  department's  land  summary  states  the  entire  parcel 
is  part  of  the  campus  grounds;  however,  a  foui — acre  parcel 
was   leased   through   June  of  1982. 
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Veterans'    Home      The    land    owned    by    this    institution    consists 
of  a   147-acre   parcel    near  Columbia    Falls.      The  campus   grounds 
occupy  50  acres  and   the   remainder   is  either   leased   or  consists 
of     easements     that    have     been     granted.       About    80    acres     is 
leased   to  two  organizations  and   two   individuals. 

Mountain  View  The  land  around  the  institution  amounts  to 
240  acres.  According  to  the  department's  land  summary  the 
campus  consists  of  36  acres.  The  remainder  of  the  land  is 
leased  to  an  individual  who  in  turn  subleases  the  parcel  to 
another  party. 

Warm  Springs  There  is  some  confusion  over  the  amount  of 
land  that  is  owned  at  this  institution.  There  is  either  1,532 
acres  or  1,355  acres,  depending  upon  which  department 
documents  are  used  as  a  reference  source.  The  campus 
consists  of  about  360  acres.  The  Department  of  Fish,  Wildlife 
and  Parks  leases  the  majority  of  remaining  Warm  Springs  land 
for  a  wildlife  management  area.  The  lease  does  not  involve 
any  monetary  compensation.  The  other  two  leases  are  a 
4.5  acre  parcel  on  which  a  small  grocery  store  and  home  are 
located  and  an  approximately  6,000  square  foot  parcel  which 
is  occupied   by  a   U.S.    Post  Office. 

Galen  Galen  has  either  560  acres  or  240  acres.  The  discrep- 
ancy may  be  explained  by  the  fact  that  Galen  leases  land  from 
the  Department  of  State  Lands.  The  lease  is  for  480  acres  of 
school  trust  land  of  which  160  acres  is  subleased  to  an  individ- 
ual. It  appears  that  Galen  also  subleases  the  remaining 
320  acres  to  the  same  individual,  however,  no  details  of  the 
agreement  could  be  found.  Presently  no  one  is  leasing  any  of 
the  property  that  is  owned  by  Galen,  yet  the  campus  only 
occupies  80  acres  of  the  institution's  total  acreage.  This 
leaves  approximately  160  acres  that  are  not  being  used  or 
leased . 

Swan  River  Youth  Forest  Camp  This  institution  has  52  acres 
of  land.  The  department's  land  summary  states  that  all  of  it 
is  considered  campus  grounds;  however,  a  portion  of  the  land 
is  currently  being  used  for  a  trailer  court.  Approximately 
six  lots  are  occupied  at  all  times  by  employee-owned  trailer 
houses.  A  recent  legislative  audit  report  revealed  that  the 
camp  provides  a  trailer  pad,  water,  sewer  service,  and  elec- 
tricity   for    each    trailer    spot    at    no    charge   to    the    employees. 

Boulder  River  School  and  Hospital  This  institution  has  land- 
holdings  totaling  1,320  acres.  The  campus  occupies  approxi- 
mately 100  acres.  There  is  1,048  acres  leased  out  to  seven 
lessees.  This  leaves  165  acres  which  are  not  being  used  or 
leased  out.  Two  leases  are  to  private  individuals  with  one 
lease  for  913  acres  and  one  for  25  acres.  The  913-acre  lease 
is  a  crop-share  agreement  whereby  Montana  State  Prison 
obtains  50  percent  of  the  crop  on  approximately  200  acres  of 
land.       The    proceeds    from    the    remaining    713    acres    belong    to 
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the  lessee.  As  mentioned  earlier,  the  lease  agreement  for 
this  parcel  expired  in  1981  according  to  department  land 
records.  This  land  is  still  being  used  according  to  the  terms 
of  the  expired    lease. 

Pine  Hills  The  institution  has  2,770  acres  of  land  of  which 
the  campus  occupies  50  acres.  The  remainder  of  the  land, 
about  2,720  acres,    is   leased  to  two  individuals. 

Montana  State  Prison  This  institution  has  landholdings  of 
about  32,400  acres.  The  majority  of  this  land  makes  up  the 
Prison  Ranch.  The  Prison  also  has  a  trust  land  lease  of 
approximately  4,800  acres  that  cost  $6,350  in  1982.  The 
Prison  Ranch  is  also  involved  in  a  land  use  agreement  whereby 
they  have  traded  use  of  the  land  with  a  neighboring  ranch. 
This  agreement  involves  no  monetary  transactions.  The  major 
lease  of  land  is  a  500-acre  parcel  leased  to  a  landowner  who 
adjoins  the  Prison  Ranch.  Other  lands  leased  by  the  Prison 
include  a  number  of  parcels  (approximately  75  acres)  in  and 
around    the    city    of    Deer    Lodge    leased    to    local    governments. 

A  visual  review  of  the  Prison's  landholding  with  Prison  per- 
sonnel revealed  a  number  of  parcels  which  are  not  being  used 
or  leased.  This  unused  land  consists  of  nearly  two  blocks  of 
buildings,  several  other  structures,  and  at  least  30  acres  of 
land  on  the  outskirts  of  town.  In  one  instance,  there  is  a 
parcel  of  land  which  has  trailer  houses  on  it  for  which  the 
occupants  do  not  pay  any  form  of  rent.  In  addition,  depart- 
ment personnel  provided  a  list  of  buildings  and  land  in  Deer 
Lodge  which  have  been  identified  for  sale,  lease,  or  destruc- 
tion. At  the  present  time,  no  action  has  been  initiated  on 
the  parcels. 


As  the  description  of  landholdings  presented  above  has  indicated, 
there  are  10  institutions  which  have  landholdings  which  are  not 
being  used  to  fulfill  the  primary  purpose  of  the  various  institu- 
tions. In  most  cases  the  under-utilized  land  is  leased  to  others. 
The  following  chart  identifies  the  land  leased  to  others  and  the 
lease   revenues. 
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LANDS  LEASED  TO  OTHERS  BY  THE  DEPARTMENT  OF  INSTITUTIONS 


Institution 

Center  for  the  Aged 
Eastmont  Training  Center 
Veterans'  Home 
Mountain  View 
Warm  Springs 
Galen 

Swan  River  Youth  Forest  Camp 
Boulder  River  School  &  Hospital 
Pine  Hills 

Montana  State  Prison 
Total 


#  of  Acres 

Income 

Leased 

Type  of 

Received 

to  Others 

Lease 

Per  Year 

20 

Grazing 

$    400 

N/A 

N/A 

N/A 

80 

Various 

3,208 

204 

Agricultural 

2,500 

1  ,220 

Va  rious 

470 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

1,048 

Various 

3,435 

2,720 

Grazing 

4,469 
250 

575 

Various 

5,867 


$14,732 


Does  not  include  dollar  value  of  a  crop-share  lease  agreement 

Source:   Compiled  by  the  Office  of  the  Legislative  Auditor  from 
department  records. 

Illustration  11 


The  revenue  from  the  land  leased  to  others  (approximately 
$2.50  per  acre)  does  not  appear  to  justify  continued  ownership  of 
the  institution's  surplus  land.  An  example  of  the  revenue  potential 
associated  with  the  Department  of  Institutions'  surplus  land  was 
exhibited  in  a  1981  legislative  audit  report  concerning  the  Boulder 
River  School  and  Hospital.  The  report  indicated  that  land  similar 
to  that  of  the  institution's  leased  land  sells  on  the  open  market  for 
$800  to  $1,200  per  acre.  Assuming  a  $500  per  acre  average  selling 
price,  the  state  could  sell  1,000  acres  of  the  land  leased  to  others 
at  Boulder  for  $500,000.  If  invested  in  the  Short-Term  Investment 
Pool  during  fiscal  year  1982,  the  cash  return  to  the  General  Fund 
would  have  been  over  $68,000.  In  addition,  if  the  land  were  sold 
to  the  public,  it  would  be  subject  to  state  and  local  property 
taxes.      Although    Boulder   is  only  an   example  of  the  potential 
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revenue  that  is  obtainable,  the  possibility  exists  for  the  Depart- 
ment of  Institutions'  surplus  landholdings  to  provide  a  more  subs- 
tantial return  to  the  state  than  the  approximately  $14,700  in  total 
lease   revenue  the  state   receives   now. 

We  recommend  that  the  Department  of  Institutions  review  their 
landholdings  in  relation  to  future  building  needs  and  then  turn 
over  to  the  Department  of  State  Lands  all  land  which  is  not  needed 
to  meet  the  primary  purpose  of  the  department.  Section  77-2-302, 
MCA,  allows  the  Board  of  Land  Commissioners  to  dispose  of  any 
institutional  land  no  longer  used  for  institutional  purposes  with 
certain   restrictions. 

RECOMMENDATION   #22 

WE    RECOMMEND   THE    DEPARTMENT   OF    INSTITUTIONS   TRANS- 
FER   NON-ESSENTIAL    LAND   TO   THE    DEPARTMENT   OF   STATE 
LANDS. 

DEPARTMENT   OF    MILITARY    AFFAIRS 

The  Department  of  Military  Affairs  is  responsible  for  providing 
armories  where  members  of  the  military  can  train  and  equipment 
can  be  stored.  In  Montana  there  are  25  armory  locations  with  the 
headquarters  located  in  Helena.  In  most  cases  local  governments 
donate  real  property  to  the  state  for  armories  or  other  military 
facilities;  however,  facilities  in  Helena,  Livingston,  Shelby,  Havre, 
and  Libby  are  being  leased.  The  land  for  these  leased  facilities 
totals   approximately   four   acres. 
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At    the    present    time    the    Department    of   Military    Affairs    owns 
approximately    150  acres.       Most    of    this    land    consists    of    five  acre 
parcels    which   are  contiguous   with   the  armories.      These   parcels  are 
used    as    parking    lots   for  the  military  equipment   associated   with   the 
armory.        In     Helena    the    department    owns    26  acres    for    its    head- 
quarters   and    support    facilities.       Although    the    land    and    buildings 
associated    with    the    armories   is  considered   state-owned,    the  federal 
government    pays    for    75   percent   of    the    armory    construction    costs. 
As   a   result,    the  armories  must   remain   a  military   facility  for  25  years 
before    the     state    can     utilize     the    facility    for    any    other    purpose. 
According    to    department   officials,    all   the  armories   in   existence  are 
still     military    facilities    even     though     some    are    over    25  years    old. 
The  expenditures   associated   with   the   leasing   of  facilities  are  approx- 
imately $29,900   per  year. 
Filing    Land    Records 

As  noted  earlier,  state  agencies  are  required  to  provide  to 
the  Board  of  Land  Commissioners  with  a  listing  of  all  real  property 
held,  acquired,  leased,  administered,  or  disposed  of  by  those 
agencies. 

An  examination  of  the  records  revealed,  at  the  time  of  the 
audit,  that  the  Department  of  Military  Affairs  had  not  provided 
this  information.  The  Legislature's  intent  was  to  create  a  system 
for  centralizing  all  state  agencies'  land  records  in  one  location  so 
interested  members  of  the  public  and  other  state  agencies  could 
obtain  information  about  the  state's  landholdings.  We  contacted 
the  Department  of  Military  Affairs  about  filing  their  landholdings 
information    with    the    Department   of   State    Lands.      The    Department 
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of    Military    Affairs    Adjutant    General    concurred    with    our    findings 
and     supplied     landholding     information    to    the    Department    of    State 
Lands   in   March  of  1983. 
DEPARTMENT   OF    NATURAL    RESOURCES   AND   CONSERVATION 

The  Department  of  Natural  Resources  and  Conservation  (DNRC), 
through  its  Water  Resources  Division,  is  responsible  for  55  water 
conservation  projects.  The  water  projects  consist  of  reservoirs, 
dams,  canals,  ditches,  and  associated  landholdings.  The  State 
Water  Conservation  Board,  with  federal  assistance,  constructed  the 
projects  during  the  1930s.  Most  of  the  projects  are  administered 
through  a  contractual  agreement  with  the  local  water  users  associa- 
tions. These  water  marketing  contracts  require  the  association  to 
repay  the  state  its  investment  in  the  project  and  to  collect  and 
expend  an  operation  and  maintenance  charge  in  exchange  for 
delivery  of  water. 

DNRC's  55  water  conservation  projects  consist  of  over  33,400 
acres  of  land  and  water  surface.  The  water  projects  are  in  varying 
states  of  operation  and  use.  At  the  present  time  35  projects  are 
considered  active  and  20  projects  are  considered  inactive.  DNRC 
has  defined  "active"  as  any  water  project  which  is  in  operation  and 
is  being  administered  by  a  water  users  association.  "Inactive" 
projects  are  those  which  neither  DNRC  nor  a  water  users  associa- 
tion are  utilizing.  These  projects  are  often  inoperable  because  of 
age,  design  deficiencies,  or  incorrect  maintenance  or  repair  after 
construction.  The  following  map  indicates  where  the  major  water 
projects  are   located. 
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Source:   Water  Resources  Division,  Department  of  Natural  Resources 
and  Conservation 

Illustration  12 


At  six  of  the  water  projects  DNRC  has  land  which  is  leased  to 
others.  At  the  Tongue  River  water  project  DNRC  has  10  cabin 
sites.  The  department  receives  $30  per  year  for  nine  of  these 
cabin  sites  and  $80  per  year  for  the  remaining  one.  In  addition, 
it  has  a  coal  lease  and  grazing  lease  for  which  DNRC  receives 
approximately  $1,120  per  year.  At  four  of  the  other  projects  the 
department  has  grazing  leases  generating  annual  lease  fees  of 
approximately  $4,100.  At  the  Yellowater  project  the  department 
has  an  oil  and  gas  lease  for  which  DNRC  receives  $460  annually. 
Overall,  DNRC  leases  about  2,770  acres  and  the  department  receives 
approximately   $6,000  per   year. 
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During  our  review  of  DNRC's  land  records  we  developed 
recommendations  regarding  inactive  water  projects,  the  administra- 
tion of  leases,  and  the  filing  of  land  information  with  the  Depart- 
ment of  State   Lands. 

Inactive  Water  Conservation    Projects 

A  number  of  the  water  projects  are  considered  inactive  and 
recommendations  were  made  by  department  personnel  in  1974  to 
dispose  of  the  projects.  DNRC  documents  indicate  that  20  of  the 
55  water  projects  could  be  disposed  of  because  the  department  no 
longer   has  any   involvement  with   the   projects. 

Although  there  is  little  or  no  involvement  by  DNRC,  the 
department  remains  liable  for  any  problems  arising  from  the  projects. 
In  addition,  many  of  the  water  projects  are  no  longer  being  used 
for  water  resource  conservation.  We  recommend  that  DNRC  begin 
an  active  review  of  water  projects  under  their  control  and  dispose 
of    those     projects    with     which     they     no     longer    have    involvement. 

A  department  official  agreed  that  DNRC  should  review  its 
projects  and  stated  that  DNRC  will  dispose  of  projects  as  budget 
and   manpower  constraints  allow. 

RECOMMENDATION  #23 

WE  RECOMMEND  THE  DEPARTMENT  OF  NATURAL  RESOURCES 
AND  CONSERVATION  DISPOSE  OF  INACTIVE  WATER  CON- 
SERVATION PROJECTS. 
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Administration  of   Leases 

Currently  DNRC  has  approximately  2,700  acres  of  land  used 
for  mineral,  grazing,  and  cabin  site  leasing.  DNRC  administers  17 
leases  on  about  1,700  acres  and  the  Department  of  State  Lands 
administers  the  remaining  two  leases  covering  approximately  1,000 
acres. 

The  department's  mineral  leases  consist  of  one  coal  lease  and 
one  oil  and  gas  lease  administered  by  the  department.  The  depart- 
ment should  transfer  its  mineral  leases  to  the  Department  of  State 
Lands.  This  would  ensure  uniform  lease  policies  and  standardized 
lease   rates   for  mineral    leases  on   state   land. 

The  department  has  six  grazing  leases.  Four  of  the  leases 
are  administered  directly  by  the  department  and  two  are  adminis- 
tered by  the  Department  of  State  Lands.  These  grazing  leases  are 
not  related  to  the  mission  of  the  department  and  should  be  trans- 
ferred to  the  Department  of  State  Lands.  The  leases  are  situated 
on  water  conservation  project  land  and  the  leases  do  not  relate  to 
the   purpose  of  the   projects. 

The  cabin  site  leases  at  the  Tongue  River  water  project  are 
generally  not  related  to  the  mission  of  the  department.  The  depart- 
ment should  examine  each  cabin  site  to  determine  if  any  of  the 
sites  directly  effect  the  operation  of  the  water  project.  Any  cabin 
site  leases  which  do  not  directly  effect  the  projects  should  be 
transferred   to  the   Department  of  State   Lands. 

DNRC    does    not    include    any    type   of    land    appraisal    values    in 
its  determination  of  lease   rates   for  cabin   sites.      Department  officials 
stated    that   having    low  cabin    site   rates   at   the   Tongue   River  project 
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are  justified  because  of  the  department's  intention  to  raise  the 
water  level  or  build  a  new  dam  sometime  in  the  future  which  would 
flood  the  cabin  sites.  However,  the  appraised  values  would  take 
into  consideration  the  possibility  of  a  change  in  water  level  or 
construction  of  a  new  dam.  In  Chapter  III  of  this  report,  we 
recommended  that  the  Department  of  State  Lands  set  cabin  site 
rates  at  5  percent  of  the  appraised  value  of  the  property  without 
improvements.  For  any  cabin  site  leases  not  transferred  to  the 
Department  of  State  Lands,  the  Department  of  Natural  Resources 
and  Conservation  should  establish  lease  rates  consistent  with  those 
of  the   Department  of  State    Lands. 

Department  officials  agree  that  in  most  cases  a  single  agency 
should  be  responsible  for  the  administration  of  the  leases  and  that 
the  Department  of  State  Lands  has  more  experience  in  the  adminis- 
tration of   leases. 

RECOMMENDATION   #24 

WE    RECOMMEND   THE    DEPARTMENT   OF    NATURAL    RESOURCES 

AND   CONSERVATION: 

A.  TRANSFER  ADMINISTRATIVE  RESPONSIBILITY  FOR  ALL 
OF  ITS  LEASES  NOT  DIRECTLY  RELATED  TO  ITS 
MISSION      TO      THE      DEPARTMENT      OF      STATE      LANDS. 

B.  ESTABLISH  LEASE  RATES  FOR  ANY  RETAINED  CABIN 
SITE  LEASES  AT  5  PERCENT  OF  THE  APPRAISED  VALUE 
OF    THE    SITE   WITHOUT    ANY    IMPROVEMENTS. 
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Filing   Land   Records 

During    our    review    of    DNRC    land   records,    we  noted   that   land 
records    on    14   of  the  55  water   projects  are   not  filed   at  the   Depart- 
ment of  State   Lands.      As   noted   earlier,    state  agencies  are   required 
to  furnish  the   Board  of   Land   Commissioners   with  ownership   informa- 
tion  concerning   their  property.      This  ownership   information    includes 
the    legal    description,    location    of   deeds,    and    name    of  the  grantee. 

Because  DNRC  does  not  have  a  complete  listing  of  real  property 
in  the  central  file  index,  it  is  not  possible  to  obtain  an  accurate 
record  of  their  landholdings  at  the  Department  of  State  Lands. 
DNRC  should  provide  the  Department  of  State  Lands  with  the 
required  ownership  information  for  those  water  projects  not  cur- 
rently  listed   in  the  central   file  index. 

DNRC  officials  stated  that  land  records  for  all  projects  were 
sent  to  the  Department  of  State  Lands  in  1982.  However,  our 
review    shows    that    land    records    for    14  projects    are    not    on    file. 

RECOMMENDATION    #25 

WE  RECOMMEND  THE  DEPARTMENT  OF  NATURAL  RESOURCES 
AND  CONSERVATION  SUBMIT  OWNERSHIP  INFORMATION  ON 
ALL  PROJECTS  NOT  IN  THE  CENTRAL  FILE  INDEX  TO  THE 
DEPARTMENT   OF   STATE    LANDS. 

UNIVERSITY    UNITS 

Our  audit  of  university  landholdings  consisted  of  a  review  of 
records  supplied  by  two  of  the  units,  and  an  on-site  examination 
of     land     records     at    the     remaining     four    units.       We    reviewed    the 


89 


records     to     determine    the    extent    of    ownership,     to    review    lease 
properties,     and     to     examine     the     administration     of    landholdings. 
The  following   section   presents   background   information  on   university- 
controlled   land  and  offers   recommendations  to  improve   land  manage- 
ment at  one  of  the  university  units. 

Montana  College  of  Mineral   Science  and   Technology 

Landholdings  of  the  Montana  College  of  Mineral  Science  and 
Technology  (Tech)  consist  of  campus  grounds  and  land  contiguous 
with  the  campus.  Since  Tech  is  in  an  urban  location,  their  land- 
holdings  are  categorized  in  terms  of  blocks  and  lots  instead  of 
acres.  However,  Tech  officials  estimate  landholdings  of  approxi- 
mately 56  acres,  which  comprise  the  campus  grounds  and  nearby 
locations.  At  the  present  time,  Tech  does  not  lease  any  land  to  or 
from  any  individuals  or  organizations.  Tech  does  rent  some  apart- 
ments and  houses  to  individuals. 
Western   Montana   College 

The  landholdings  of  Western  Montana  College  consist  of  campus 
grounds  and  building  space  property.  The  college  does  not  own 
or  control  any  landholdings  which  are  not  considered  part  of  the 
campus   grounds. 

Because  Western  is  located  within  the  city  of  Dillon,  the 
school's  landholdings  are  difficult  to  quantify  in  terms  of  acres. 
School  officials  estimate  the  college  owns  approximately  35  acres, 
which  consist  of  campus  grounds  and  nearby  property.  Currently 
Western  leases  land  for  a  motor  vehicle  storage  area  from  a  private 
party.  The  lease  rate  for  this  land  is  $50  per  month.  The  college 
does   not   lease  any   land   to  others. 
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Northern   Montana   College 

Landholdings    of    Northern    Montana    College    are    all    located    on 
or     near    the    designated     campus     site.        Northern    Montana    College 
owns    approximately    100  acres    of    land.       At    the    present    time,    the 
college  does   not   lease  any   land   to  or  from  anyone. 
Eastern   Montana   College 

The  landholdings  of  Eastern  Montana  College  consist  mostly  of 
property  for  campus  buildings.  The  college  does  not  own  any  land 
which   is   not  considered   part  of  the  campus  grounds. 

Land  records  at  Eastern  indicate  that  the  college  owns  approxi- 
mately 80  acres  of  land.  In  addition,  the  college  leases  two  parcels 
of  state  school  trust  land.  One  parcel  is  located  near  the  campus 
and  consists  of  480  acres.  The  land  is  being  subleased  so  the 
college  does  not  pay  any  lease  fees.  Eastern  also  leases  about  615 
acres  of  land  near  Red  Lodge  for  a  biological  field  station.  The 
land  is  used  for  biological  studies  in  the  summer  and  the  lease  fee 
is  $100  per  year.  Eastern  does  not  lease  any  land  to  others. 
University  of  Montana 

The  landholdings  of  the  University  of  Montana  include  the 
campus  grounds,  a  parcel  near  Ft.  Missoula,  and  the  university 
forestry  and  conservation  experiment  station  and  biological  station. 
The  forest  and  conservation  experiment  station,  more  commonly 
known  as  Lubrecht  Forest,  is  located  approximately  30  miles  from 
Missoula.  The  Yellow  Bay  Biological  Station  is  located  at  Yellow 
Bay  on    Flathead    Lake. 

Because  the  University  of  Montana  has  landholdings  of  both 
an   urban   and   rural   nature,    it   is  difficult  to  compile  accurate 
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acreages.  An  examination  of  the  university's  records  indicated  the 
school  owns  approximately  1,135  acres  in  connection  with  the 
campus.  Yellow  Bay  Biological  Station  has  220  acres  and  there  are 
21,060  acres  at  Lubrecht  Forest.  Lubrecht  Forest  leases  out 
20,660  acres  for  grazing  purposes.  Lubrecht  Forest  should  retain 
administrative  control  over  its  grazing  leases  because  the  leasing 
of  land  is  directly  related  to  its  mission.  The  grazing  leases  allow 
Lubrecht  Forest  to  study  cattle  grazing  in  connection  with  timber 
growth  and  grass  regeneration.  Lubrecht  Forest  received  $1,135 
in  calendar  year  1982  in  lease  fees.  All  the  proceeds  from  the 
grazing  leases  are  utilized  by  Lubrecht  Forest  for  research  and 
maintenance  purposes. 
Montana  State   University 

The  landholdings  of  Montana  State  University  (MSU)  consist 
of  the  campus  grounds,  land  for  future  expansion,  and  the  lands 
utilized  by  the  Agricultural  Experiment  Station  (AES)  system. 
AES  has  its  central  location  in  Bozeman;  however,  there  are  desig- 
nated research  centers  in  eight  different  locations  throughout  the 
state.  We  could  not  determine  the  number  of  acres  at  the  university 
campus;  however,  the  Agricultural  Experiment  Station  system  owns 
approximately  29,900  acres  of  land. 

AES    leases    land    to    others    and    from    others.       To   expand    its 
research  operations   at  various    research   centers,    AES   leases  agricul- 
tural   and    grazing    lands    from    others.      The    research    centers    lease 
approximately     8,480  acres     for     a     combined     annual     fee     of     about 
$21,470.      AES   also   leases   9,600  acres  of  grazing    land    to   an    individ- 
ual    for     which     it     receives     $4,000  per     year.       AES     should     retain 
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administrative  control  over  this  grazing  lease  because  of  require- 
ments related  to  the  donation  of  this  land  which  are  discussed  on 
page  95.  AES  leases  its  oil  and  gas  rights  at  the  Eastern  Research 
Center  near  Sidney  and  at  the  Northern  Research  Center  near 
Havre.  It  received  combined  royalties  from  these  oil  and  gas 
leases  of  approximately   $70,700  for   fiscal    year   1981-82. 

Utilization  of  Mineral    Rights 

MSU  owns  100  percent  of  the  mineral  rights  on  approximately 
460  acres  of  land  known  as  the  "Old  Agricultural  Experiment 
Station  Sheep  Ranch."  In  1980  an  offer  was  made  by  a  private 
party  to  lease  these  mineral  rights  for  $5.00  an  acre.  MSU  did 
not  accept  the  lease  proposal  nor  have  these  mineral  rights  been 
leased  to  anyone  since  that  time.  The  proposal  was  not  accepted 
because  of  indecision  over  whether  MSU,  its  Foundation,  or  the 
Department  of  State  Lands  should  handle  the  transaction.  There 
also  was  some  question  whether  the  $5.00  an  acre  offer  was   realistic. 

If  MSU  had  leased  the  mineral  rights  in  1980  it  could  have 
received  at  least  $2,300  in  additional  revenue  based  on  the  $5.00 
an  acre  offer.  MSU  could  also  have  received  royalty  payments  if 
an  oil  or  gas  well   had   begun   production. 

We  believe  that  MSU  should  attempt  to  maximize  it's  mineral 
rights  assets.  This  could  be  done  by  either  leasing  or  selling  the 
mineral  rights.  If  it  is  decided  that  leasing  is  more  advantageous 
than  selling,  then  administrative  responsibility  should  be  turned 
over  to  the  Department  of  State  Lands.  This  alternative  would 
ensure  the  state  has  uniform  lease  policies  and  standardized  lease 
rates  on   state   land. 
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MSU  officials  have  stated  they  have  no  objection  to  having  the 
Department   of  State   Lands   administer   the   mineral    rights. 

RECOMMENDATION   #26 

WE    RECOMMEND   THAT   MONTANA   STATE    UNIVERSITY    EITHER 
SELL      ITS      MINERAL      RIGHTS      OR     TURN     ADMINISTRATIVE 
RESPONSIBILITY     FOR    LEASING    ITS    MINERAL    RIGHTS    OVER 
TO    THE    DEPARTMENT    OF    STATE    LANDS. 

Administration  of  Oil   and   Gas    Leases 

The  Agricultural  Experiment  Station  leases  land  for  oil  and 
gas  development  at  two  research  centers.  The  Department  of  State 
Lands  administers  the  natural  gas  lease  at  the  Northern  Agricul- 
tural Research  Center  near  Havre  and  AES  personnel  administer 
the  oil  and  gas  lease  at  the  Eastern  Agricultural  Research  Center 
near  Sidney. 

Administration  of  oil  and  gas  leases  by  two  separate  agencies 
does  not  lead  to  uniform  leasing  practices.  Although  the  Depart- 
ment of  State  Lands  was  contacted  prior  to  entering  into  the 
Sidney  lease,  there  is  no  assurance  that  the  lease  is  standardized 
in  terms  of  royalty  payments,  lease  conditions,  or  future  negotia- 
tions. AES  should  consider  transferring  the  administration  of  the 
Sidney  oil  and  gas  lease  to  the  Department  of  State  Lands  in  order 
to  promote  standardization  of  oil  and  gas  leasing  procedures.  The 
Department  of  State  Lands  specializes  in  lease  administration  and 
land   management. 
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The  director  of  the  Agricultural  Experiment  Station  agreed 
that  it's  oil  and  gas  leases  should  be  administered  by  the  Depart- 
ment of  State   Lands. 

RECOMMENDATION   #27 

WE  RECOMMEND  THE  AGRICULTURAL  EXPERIMENT  STATION 
TRANSFER  ADMINISTRATION  OF  ALL  OIL  AND  GAS  LEASES 
TO    THE    DEPARTMENT   OF    STATE    LANDS. 

Land    Usage 

The  Hartmann  Memorial  Ranch  is  approximately  9,600  acres  of 
land  which  was  willed  to  Montana  State  University  in  1971.  At 
that  time  the  land  was  being  leased  to  a  nearby  rancher  by  the 
donor.  The  will  had  several  stipulations,  including  giving  a 
two-year  notice  to  the  leaseholder  prior  to  taking  possession  of  the 
land.  In  addition,  the  lease  rates  could  not  be  changed  until  MSU 
took  possession.  Finally,  the  proceeds  from  the  lease  of  this  land 
could  not  be  used  for  anything  other  than  improvement  of  the 
ranch   land. 

In  1972  the  university  sent  notice  to  the  leaseholders  giving 
them  a  two-year  notice.  Sometime  before  the  end  of  the  two 
years,  the  leaseholders  filed  a  court  action  alleging  they  had  not 
received  proper  legal  notice  of  university  intentions  and  that  MSU 
did  not  have  an  adequate  plan  concerning  development  of  the  land. 
Subsequently,  the  court  ruled  in  the  leaseholders  favor,  and  MSU 
did   not  gain   possession  of  the  property. 
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The  Station  is  now  negotiating  with  the  leaseholders  to  use 
part  of  the  land  for  research  purposes;  however,  there  are  no 
plans   by  the  university  to  obtain   possession  of  the   land. 

In  order  to  obtain  the  highest  and  best  use  from  the  land 
MSU  should  take  possession  of  the  ranch.  The  land  was  donated 
to  the  university  to  be  used  for  the  advancement  of  cattle  research, 
not  to  be  leased  out  for  an  indefinite  time  period.  In  addition, 
the  Agricultural  Experiment  Station  indicated  it  would  like  possession 
of  the  property  in  order  to  expand  research  programs  which,  in 
this  case,  would  be  the  land's  highest  and  best  use.  We  believe 
the  Agricultural  Experiment  Station  should  develop  and  implement  a 
plan  concerning  future  land  use  and  land  management  for  the 
ranch  and  then  again  give  notice  to  the  leaseholders  of  its  inten- 
tions to  take   possession   of  the   land. 

The  Agricultural  Experiment  Station  director  has  agreed  that 
the  Station  should  implement  plans  for  taking  over  possession  of 
the   Hartmann   Memorial    Ranch. 

RECOMMENDATION    #28 

WE    RECOMMEND    THE    AGRICULTURAL    EXPERIMENT    STATION 

OBTAIN    POSSESSION    OF    THE    HARTMANN    MEMORIAL    RANCH. 

MANAGEMENT    OF    FEE    LANDS 

The    Department   of   State    Lands    (and    the   Board  of   Land   Com- 
missioners)  are  involved   in   the  management  of  various   agencies'   fee 
lands.      In   Chapter    II    we  discussed   how   statutes   require  the   Depart- 
ment  of    State    Lands    to    maintain    a    central    filing    system    of   all    real 


96 


property   held   by  all   state  agencies.      More   importantly,    the  statutes 
require    the    department    to    manage    state   lands   which   are  defined   to 
include    all     land     deeded     to    the    state     (with     certain     exceptions). 
The     definition     of     state     lands      [section     77-1-104(4),     MCA] 
appears  to   include  a  major   portion  of  the   state's   fee   lands.      Related 
statutes     require     the    department    and    the    commission    to    "exercise 
general   authority,    direction,    and   control   over   the  care,    management, 
and    disposition    of    state    lands    .    .    .    ."      Fee    lands    are    included    in 
the  definition  of  state   lands   through  the  following   wording: 


"State  land"  or  "lands"  means  .  .  .  lands  deeded  or 
devised  to  the  state  from  any  person;  and  lands  that  are 
the    property    of    the    state    through    the   operation    of    law 


Some     fee     lands     are    excluded     from     the    definition     through: 

The  term  does   not   include   lands  the   state  conveys   through 
the     issuance    of    patent;     lands    used    for    building    sites, 
campus    grounds,    or    experimental    purposes    by    any    state 
institution    that    are    the   property  of  that   institution    .    .    . 


The    overall     definition    appears    to    include    such    major    state    land- 
owners   as    the    Departments    of    Fish,    Wildlife  and    Parks,    Highways, 
Natural    Resources   and   Conservation,    and   Commerce.      These  agencies 
are    now    managing    their    own    land    and    we    do    not    recommend    that 
the   Department  of  State   Lands   "exercise  general   authority,    direction, 
and  control    ..."   over  their   lands. 

Most  state  agencies   have  filed   information   on   their   landholdings 
with     the    department.       Earlier    in    this    chapter    we    recommend    the 
remaining     agencies     comply     with    this    requirement.       We    also    make 
several    recommendations   related   to  the  administration  of  the   leasing 
of    fee    lands    to   others.      We    recommend    all    agencies    transfer    their 
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mineral     and     surface     leases,     not    related    to    their    mission,     to    the 
Department  of  State   Lands. 

Our  recommendations  for  lease  administration  do  not  totally 
follow  the  direction  set  by  the  statutes  with  the  definition  of  state 
lands.  We  recommend  all  mineral  leases  be  transferred  to  the 
Department  of  State  Lands  even  when  the  agencies  are  excluded 
from  the  definition.  For  example,  we  recommend  transfer  of  an  oil 
and   gas   lease  on    land  owned   by  the  Agricultural    Experiment  Station 

In  other  instances  we  recommend  that  some  agencies  continue 
to  administer  their  surface  leases  even  though  they  appear  to  fall 
under  the  definition.  For  example,  we  recommend  the  Departments 
of  Fish,  Wildlife  and  Parks,  Highways,  and  Commerce  administer 
their  own   surface   leases. 

We  also  recommend  that  some  surface  leases  on  land  excluded 
from  the  definition  be  transferred  to  the  Department  of  State 
Lands.  For  example,  we  recommend  the  Department  of  Institutions 
transfer  all  of  its  leases  to  the  Department  of  State  Lands.  One  of 
these  leases  is  a  grazing  lease  on  the  prison  ranch.  This  land  is 
excluded  from  the  definition  because  of  an  Attorney  General's 
letter  opinion  which  ruled  that  the  prison  ranch  is  considered  part 
of  the  prison  campus. 
Conclusion 

The  definition  of  "state  land"  apparently  gives  the  Department 
of  State  Lands  broad  authority  over  much  of  the  state's  fee  land. 
We  believe  some  agencies  included  under  the  definition,  such  as 
the  Department  of  Fish,  Wildlife  and  Parks,  should  continue  to 
have    overall    management    authority    over    their    lands.       In    addition, 


98 


our  recommendations  for  lease  administration  on  fee  lands  do  not 
always  follow  the  direction  set  by  the  definition  of  state  lands. 
For  these  reasons,  we  believe  the  Legislature  should  clarify  the 
definition  of  "state  lands"  and  specify  the  role  of  the  Department 
of  State   Lands  over   the  management  of  fee   lands. 

RECOMMENDATION   #29 

WE  RECOMMEND  THE  LEGISLATURE  CLARIFY  THE  DEFINI- 
TION OF  "STATE  LAND"  AND  SPECIFY  THE  ROLE  OF  THE 
DEPARTMENT  OF  STATE  LANDS  OVER  THE  MANAGEMENT  OF 
FEE    LANDS. 
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AGENCY    REPLIES 


DEPARTMENT  OF  STATE  LANDS 


TED  SCHWINDEN.  GOVERNOR 


CAPITOL  STATION 


STATE  OF  MONTANA 


(406)  449-2074 

(406)  449  4560  RECLAMATION  DIVISION 

(406)  449  2711  EIS  TEAM 


1625  ELEVENTH  AVENUE 
HELENA,  MONTANA  59620 


1S39  ELEVENTH  AVENUE 
HELENA,  MONTANA  59620 


June  1 ,  1983 


Mr.  Scott  A.  Seacat 
Deputy  Legislative  Auditor 
State  Capitol 
Helena,  MT  59620 


Rjrr.m\/(TQ 


Jul     ?,  1983 


MONTANA  LEGISLATIVE  AUDITOR 


Dear  Mr.   Seacat: 

Attached  are  the  Department's  responses  to  the  final  draft  of  your 
office's  performance  audit  of  state-owned  and  leased  land.  You  will  note 
that  on  a  number  of  recommendations  the  Department  is  in  the  process  of 
updating  its  procedures  or  has  agreed  to  make  the  changes  suggested.  The 
immediacy  that  these  changes  are  accomplished  may  be  limited  by  either 
budget  or  manpower.  The  tasks  will  be  prioritized  with  other  tasks,  and 
the  Department  will  accomplish  them  as  soon  as  possible. 

The  Department  has  also  recently  made  decisions  on  internal  re- 
alignment to  increase  the  efficiency  of  operation.  These  will  result  in 
changes  in  the  assignment  of  duties  as  outlined  in  the  audit.  Since  this 
re-alignment  will  not  affect  the  recommendations  and  were  not  in  place 
during  the  audit  we  have  not  addressed  them  in  our  response. 


Sincerely, 
■f 

/s      ' 

Dennis  Hemmer 
Commissioner 


s 


■  ? 


ca 
Enclosure 
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AN  I  QUAl    n/'Cfi/i'fl/M/V   /IWC(fiW/( 


Page  20  -  Recommendation  #1.  The  Department  agrees  with  the  recommenda- 
tion. The  main  emphasis  will  be  through  land  exchanges,  as  the 
land  base  for  the  trust  is  thus  maintained.  Also  pursuant  to  77- 
2-303  classified  forest  tracts  cannot  be  sold. 

Page  22  -  Recommendation  #2.  As  noted  the  Department  has  initiated  a  plan- 
ning process  aimed  at  assuring  that  the  Department's  workload  is 
accomplished  and  maximum  efficiency  realized.  This  process  will 
enable  us  to  evaluate  staffing  needs  Department-wide. 

Page  24  -  Recommendation  #3.  It  appears  that  the  auditor  has  done  what  the 
Department  is  accused  of,  that  is  identifying  only  one  issue, 
recreation,  as  multiple  use.  The  Department  is  currently  evalu- 
ating the  potential  for  other  uses  for  trust  land.  However,  this 
issue  is  much  more  complex  than  it  appears  on  face  value;  before 
any  recommendations  are  taken  to  the  Board,  it  is  necessary  to 
estimate  the  fiscal  and  other  impacts  to  current  uses  so  that  any 
decisions  can  be  made  with  all  facts  known. 

Page  28  -  Recommendation  #4.  The  Department  disagrees.  The  Department's 
interpretation  of  77-6-205(1)  is  that  only  the  Legislature  can 
raise  the  grazing  rate  other  than  through  competitive  bid.  Fur- 
thermore, the  Department  had  introduced  legislation  to  freeze  the 
grazing  rate  during  the  next  two  years  and  to  study  the  rate. 
This  legislation  was  defeated  indicating  legislative  intent. 

Page  30  -  Recommendation  #5.  The  Department  is  not  as  optimistic  as  the 

auditor  regarding  the  advantage  of  advertising.  As  noted,  there 
are  other  pressures  which  prevent  an  "open  market"  condition.  To 
protect  the  land  and  guarantee  income,  qualified  operators  are 
required.  A  conversion  to  less  conscientious  or  speculative 
lessees  would  not  be  in  the  best  interest  of  the  trust.  Also 
$3,000  will  not  buy  effective  advertising.  The  Department  agrees 
to  institute  this  on  a  trial  basis. 

Page  32  -  Recommendation  #6.  While  the  Department  is  aware  of  allegations 
that  lessees  are  profiting  from  the  assignment  of  leases;  this  is 
an  illegal  activity  that  would  result  in  the  cancellation  of  the 
lease  if  there  was  sufficient  proof.  It  must  be  recognized  that 
the  lessee  is  entitled  to  compensation  for  improvements. 

In  trying  to  resolve  this  problem  care  must  be  taken  to  ensure 
that  the  cure  is  not  worse  than  the  disease.  It  is  the  Depart- 
ment's position  that  sharing  assignment  fees  is  unconstitutional; 
that  is,  all  monies  derived  from  state  trust  lands  must  go  to  the 
trust.  However,  it  appears  that  the  Colorado  system  of  charging 
an  assignment  fee  may  have  merit.  The  Department  will  explore 
the  system. 

Page  33  -  Recommendation  #7.  The  Department  agrees  and  will  review  all 
fees. 

Page  36  -  Recommendation  #8.  The  Department  indicated  in  its  support  of 

House  Bill  391  an  agreement  with  its  intent.  The  Department  will 
implement  House  Bill  391. 
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Page  42  -  Recommendation  #9.  It  was  the  Department's  intent  to  compile 
make  available  a  listing  of  all  lands  open  for  oil  and  gas  lee 


and 
leas- 
ing as  a  part  of  the  records  automation.  It  is  our  intent  to 
proceed  on  that  course  as  budget  allows. 


Page  47  -  Recommendation  #10. 

A.  The  Department  will  complete  the  revision  of  the  royalty 
report  form. 

B.  The  Department  will  include  an  improved  completion  report 
procedure  as  part  of  the  evaluation  outlined  in  the  response 
to  Recommendation  11. 

C.  See  response  to  recommendation  11. 

Page  49  -  Recommendation  #11.  The  Department  will  evaluate  its  mineral 
leasing  program  and  based  on  that  evaluation  develop  a  compre- 
hensive program  for  mineral  leasing.  There  is  all  too  often  an 
automatic  assumption  that  one  simply  has  to  have  more  staff  to 
solve  a  problem.  In  revising  its  mineral  leasing  program  the 
Department  must  coordinate  its  program  with  other  state  and 
federal  programs.  For  example,  in  recommendation  10  it  was 
recommended  that  the  Department  employ  production  field  inspec- 
tions of  oil  and  gas  wells.  However,  before  implementing  this 
recommendation  the  Department  must  ensure  that  the  field  inspec- 
tion is  conducted  so  that  it  will  be  compatible  with  the  audit 
that  will  have  to  follow  if  a  problem  is  found.  Any  proposal 
will  have  to  be  the  result  of  a  complete  coordinated  program. 
Any  requests  for  staff  will  be  part  of  a  total  program. 

Page  51  -  Recommendation  #12.  The  Department  began  the  planning  necessary 
to  automate  its  land  records  almost  2  years  ago.  It  was  submit- 
ted to  the  1983  Legislature  as  its  number  1  priority.  The  Legis- 
lature gave  the  Department  a  Data  Processing  Coordinator  position 
and  the  ability  to  use  funds  saved  in  programs  for  Data  Proces- 
sing development.  The  Department  will  automate  as  rapidly  as 
budget  allows. 

Page  52  -  Recommendation  #13.  Mineral  Records  will  be  automated  as  part  of 
the  program  addressed  in  the  response  to  recommendation  12. 

Page  53  -  Recommendation  #14.  The  Department  agrees  that  the  automated 
systems  of  the  three  agencies  need  to  be  coordinated.  The  De- 
partments have  been  in  contact  and  Mr.  George  Caw! field  of  DNRC 
is  setting  up  a  joint  committee.  The  joint  automation  must  be  a 
part  of  the  oil  and  gas  program  referenced  in  the  response  to 
recommendation  11 . 

Page  55  -  Recommendation  #15. 

A.  As  part  of  its  overall  planning  the  Department  will  develop 
plans  for  the  management  required  to  protect  the  return  to 
the  trust.  With  scattered  lands  and  being  the  lessors,  the 
Department  should  not  be  involved  in  actual  operation. 

B.  The  Department  will  propose  the  changes  it  feels  are  nec- 
essary to  maximize  the  return  to  the  trust. 
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Chapter  IV 

The  Department  will  catalog  the  appropriate  information  and  lease  sur- 
face and/or  mineral  as  requested  by  other  agencies.  Care  must  be  taken  to 
ensure  that  the  Department  activities  do  not  interfere  with  the  role  of  the 
land  as  related  to  an  agency's  mission.  The  Department  does  have  expertise 
on  leasing  both  land  and  mineral  and  will  make  both  services  and  expertise 
available  to  the  extent  it  does  not  interfere  with  trust  land  management. 
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DEPARTMENT  OF  REVENUE 


MITCHELL  BUILDING 


HELENA   MONTANA  59620 


May  27,  1983 


pcr^      rD 


Mr.  Scott  A.  Seacat 
Deputy  Legislative  Auditor 
State  Capitol 
Helena,  Montana  59620 


MO 


Dear  Scott: 

Attached  is  our  response  to  the  recommendation  in  the  audit  report  on 
the  Department  of  State  Lands  that  relates  to  the  Department  of  Reve- 
nue. 

We  think  the  recommendation  in  the  report  is  a  positive  one,  and  we 
appreciate  the  opportunity  to  comment  on  the  report. 

Sincerly, 


fflvJii**; 


ELLEN  FEAVER 
Director 

EF/dlk 


■i.J.M', 


AN  EQUAL  OPPORTUNITY  EMPLOYER 


WE  CONCUR 

The  Department  of  Revenue  agrees  that  automation  efforts  should  be 
coordinated  with  the  Departments  of  State  Lands  and  Natural  Resources 
and  Conservation.   We  are  planning  to  appoint  a  staff  member  to  an 
interdepartmental  committee  on  this  subject.   We  will  also  include 
compatibility  with  other  state  agency  systems  in  the  desired  charac- 
teristics of  the  new  natural  resource  tax  system  scheduled  for  devel- 
opment in  FY85.   Whether  compatabi lity  can  be  achieved  depends,  in 
part,  on  the  nature  of  the  systems  of  other  agencies. 
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DEPARTMENT  OF  COMMERCE 


TED  SCHWINDEN.  GOVERNOR 


CAPITOL  STATION 
1424  9TH  AVENUE 


STATE  OF  MONTANA  ■■ 


V^  ?S?r       ,'iv'/  (406)449-3494 


June   2    ,    1983 


HELENA.  MONTANA  59620-0401 


RECEIVED 

JUN    3  1383 

MONTANA  LEGISLATIVE  AUDITOR 


Scott  A.    Seacat ,    Deputy   Legislative  Auditor 
Office  of  the   Legislative  Auditor 
State   Capitol 
Helena,   MT        59620 


Dear  Scott: 

Attached  is  our  response  to  the  recommendation  pertaining  to  the 
Department  of  Commerce  contained  in  your  performance  audit  of  state- 
owned  and  leased  land. 


Sincerely 


"Gary  Buch^man 
Director 


GB/ms 
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We  agree  with  the  recommendation. 

The  Aeronautics  Division  of  the  Department  of  Commerce  has 
assumed  responsibility  for  airport  lease  management,  and 
has  instituted  the  following  procedures  to  remedy  the  short- 
comings brought  to  light  and  to  prevent  their  recurrance: 

1.  Revised  the  tenant  leases  in  question  to  provide 
that  all  instruments  have  the  same  expiration  date. 

2.  Inserted  a  clause  in  each  lease  automatically 
extending  it  for  one  year  upon  payment  of  a  year's 
rent.   (Fee  and  cancellation  provisions  are  also 
included. ) 

3.  Instituted  a  "tickler  system"  to  assure  that 
payment -due  notices  are  issued  in  a  timely 
fashion  and  that  actual  receipt  of  lease  payments 
is  adequately  monitored. 

In  reference  to  the  use  of  facilities  by  a  seismic  company, 
the  Lincoln  Airport  is  an  unattended  facility  which,  by 
definition,  will  always  be  susceptible  to  temporary  uses 
of  which  we  have  no  way  of  being  aware,  short  of  stationing 
someone  on-site  to  monitor  such  things.  If  the  audit  staff 
has  a  remedy  which  we  could  implement  practically  and  cost- 
effectively,  we  would  appreciate  hearing  it. 
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noxrxxA 

DElttRTtf  EOT   OF 

FISH,  WDLDUFE  AND  PARKS 

Helena.  Montana  59620 
May  31,  1983 


Mr.  Scott  A.  Seacat 

Deputy  Legislative  Auditor 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  Montana  59620 

Dear  Scott: 


RECEIVED 

JUN     3  1983 

MONTANA  LEGISLATIVE  AUDITOR 


I  am  enclosing  my  comments  to  the  Lands  Audit  Report.   I  appreciate  the 
opportunity  to  participate  in  the  audit  and  to  comment  on  your  findings. 


amei   W.  Flynn 
x  tor 


JWF/jw 
Enclosure 
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Department  of  Fish,  Wildlife  &  Parks 
Response  to  Legislative  Auditor's  Report 
Fiscal  Year  1983 


RECOMMENDATION  #17 

WE  RECOMMEND  THAT  THE  DEPARTMENT  OF  FISH,  WILDLIFE  AND  PARKS  SUBMIT 
INFORMATION  ON  LEASED  LANDS  TO  THE  DEPARTMENT  OF  STATE  LANDS  AS  REQUIRED 
BY  SECTION  2-17-123,  MCA. 

DFWP  Position 
Aqree. 

DFWP  Contemplated  Action 

These  records  will  be  transferred  in  hard  coDy  form  if  necessary 
not  later  than  December  31,  1983  and  we  will  attempt  to  have  automated 
records  transferred  not  later  than  June  30,  1984  depending  upon  budget- 
ary constraints. 

RECOMMENDATION  #18 

WE  RECOMMEND  THAT  THE  DEPARTMENT  OF  FISH,  WILDLIFE  AND  PARKS  TRANSFER 
THE  ADMINISTRATION  OF  OIL  AND  GAS  LEASING  TO  THE  DEPARTMENT  OF  STATE  LANDS. 

DFWP  Position 

Agree.  However  we  wish  to  state  for  the  record  that  all  revenues 
accruing  from  such  leases  be  credited  to  DFWP  less  a  reasonable  admin- 
istrative fee  which  may  be  paid  to  the  Department  of  State  Lands. 

DFWP  Contemplated  Action 

Future  oil  and  gas  leases  will  be  administered  in  accordance  with 
the  audit  recommendation. 

RECOMMENDATION  #19 

WE  RECOMMEND  THAT  THE  DEPARTMENT  OF  FISH,  WILDLIFE  AND  PARKS  ES- 
TABLISH THE  LEASE  RATES  FOR  ALL  CABIN  SITES  AT  5%   OF  APPRAISED  VALUE 
OF  THE  PROPERTY  WITHOUT  IMPROVEMENTS. 

DFWP  Position 
Agree. 

DFWP  Contemplated  Action 

All  existing  cabin  site  leases  have  a  term  of  10  years  and  presently 
do  not  allow  for  the  adjusting  of  the  rental  fee  until  expiration  and 
renewal.  Therefore  implementation  will  have  to  be  phased  in  over  time. 
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Additionally,  in  the  case  of  the  Canyon  Ferry  sites  a  management 
policy  and  fee  schedule  was  negotiated  with  the  lessees  in  1979. 
It  calls  for  a  rate  structure  review  in  1984  and  agrees  to  allow  for 
ample  opportunity  for  comment  when  rates  are  adjusted. 

Therefore  we  propose  to  begin  phasing  in  the  process  by  draft- 
ing new  lease  agreements  for  the  three  (3)  reservoir  areas  and  con- 
ducting public  meetings  in  the  spring  of  1984.  The  appraisals  will 
be  expensive  and  are  not  presently  budgeted.  Depending  upon  budget 
constraints  we  will  begin  appraising  the  leases  as  they  come  up  for 
renewal  concentrating  first  on  the  Deadman's  Basin  sites,  next  on 
the  Painted  Rocks  sites  and  finally  the  Canyon  Ferry  sites.  This 
will  address  the  lowest  present  rents  first  and  allow  us  to  spread 
the  cost  of  appraisals  over  time,  thereby  minimizing  impact  upon 
our  present  operations  budget. 
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DEPARTMENT  OF  INSTITUTIONS 


1539  11TH  AVENUE 


HELENA.  MONTANA  59620 


June  2,  1983 


Scott  A.  Seacat 

Deputy  Legislative  Auditor 

Office  of  Legislative  Auditor 

State  Capitol 

Helena,  Montana  59620 

Dear  Mr.    Seacat: 


RFOFIVED 

N     5  1983 

MONTANA  LEGISLATIVE  AUDITOR 


Attached  is   our  response   to  the  section   of  the   audit 
report  on   state-owned  and  leased   land   that  pertains   to 
the  Department  of  Institutions.     The  report  has   been   very 
helpful   and  we  appreciate   the  direction   it  provides. 


Since 


Carroll   V.'  SoufjrfDi  rector 
Department  of  Institutions 


CVS:jg 

Attachment 
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AN  EQUAL  OPPORTUNITY  EMPLOYER 


RECOMMENDATION   #20 

We  recommend  the  Department  of  Institutions: 

A.  Obtain  evidence  of  title  for  Warm  Springs,  Galen,  and 
Montana  State  Prison. 

B.  Initiate  a   review  of  all    lands    leased  at  each   institution. 

C.  Standardize  and  clarify  existing   land  records   and   lease 
agreements   and  place  copies   in   appropriate   locations. 

Response: 

A.  Concur.  The  Department  is  in  the  process  of  obtaining  and 
inventorying  deeds  for  each  institution. 

B.  Concur.  The  Department  has  obtained  current  lease 
agreements  for  each  institution  and  inventoried  these  in  a 
format  that  will  allow  us  to  monitor  and  update  each  lease 
as  appropriate. 

C.  Concur.  The  Department  has  initiated  the  process  of 
developing  a  complete  land  portfolio  for  each  institution. 

RECOMMENDATION  #21 


We  recommend  the  Department  of  Institutions  transfer  all  leases 
to  the  Department  of  State  Lands. 

Response: 

Concur:     After  this    Department  works  out  certain   details   of  the 
proposed  transfer  with  State  Lands  we  agree  that  they  should 
assume  responsibility   for  administration  of  all    leases. 

RECOMMENDATION   #22 

We  recommend  the  Department  of  Institutions  transfer  non-essential 
land  to  the  Department  of  State  Lands. 

Response: 

Partially  Concur:     We  have,   in  accordance  with   recommendation 
number  145  of  the  Governor's  Council   on  Management  Report,  agreed 
to  evaluate  our  land  use  requirements.     To  adequately  respond  to 
your  recommendation  we  must  first   complete   the   land  use  require- 
ment study  so  that  the  goals,  expansions  and  future  needs  of  each 
institution  have  been  determined. 
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DEPARTMENT  OF  NATURAL  RESOURCES 
AND  CONSERVATION 


TED  SCHWINDEN.  GOVERNOR 


STATE  OF  MONTANA 


32  SOUTH  EWING 


HELENA,  MONTANA  59620 


June  2,  1983 


Mr.  Scott  A.  Seacat 
Deputy  Legislative  Auditor 
Office  of  the  Legislative  Auditor 
Capitol  Station 
Helena,  MT  59620 

Dear  Mr.   Seacat: 


rfofived 


S\JU     2  1383 


MONTANA  LEGISLATIVE  AUDITOR 


As  you  requested,  I  am  enclosing  written  comments  to  those  sections 
of  your  audit  of  state-owned  and  leased  land  which  related  to  this 
Department. 

I  thank  you  and  your  staff  for  the  consideration  our  comments  were 
given  during  discussion  of  this  report  and  for  the  courteous  and  pro- 
fessional manner  in  which  the  review  was  conducted. 


Sincerely, 


LEO  BERRY 
D I RECTO 


Enclosure 
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AN  I  (Ji  Mi    i  "  '/•(  >i:  niNi  M    /  MI'l  C)W  H 


DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 
COMMENTS  ON  THE  LEGISLATIVE  AUDIT 
FINDINGS  AND  RECOMMENDATIONS 

Following  are  the  responses  of  the  Department  of  Natural  Resources 
and  Conservation  to  findings  and  recommendations  presented  in  the  audit 
of  state-owned  and  leased  land. 
RECOMMENDATION  #14 

WE  RECOMMEND  THE  DEPARTMENTS  OF  STATE  LANDS,  REVENUE,  AND  NATURAL 
RESOURCES  AND  CONSERVATION  COORDINATE  THEIR  ACTIVITIES  TO  ASSURE  THE 
COMPATIBILITY  OF  AUTOMATED  SYSTEMS. 
RESPONSE 

The  Department  concurs.  We  have  corresponded  with  the  other 
departments  involved  and  will  cooperate  with  them  to  assure  the 
compatibility  of  automated  systems.  We  agree  with  the  suggested 
appointment  of  an  "interdepartmental  committee"  which  would  address  such 
topics  as:  policies  and  procedures  for  operation,  priority  setting, 
cost  sharing  methodology,  security,  needs  assessment,  design,  and 
implementation  and  maintenance  methodology.  We  intend  to  correspond 
with  the  other  departments  within  the  next  few  weeks  to  solicit  their 
appointments  to  such  a  committee. 
RECOMMENDATION  #23 

WE  RECOMMEND  THE  DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION  DISPOSE 
OF  INACTIVE  WATER  CONSERVATION  PROJECTS. 
RESPONSE 

The  Department  concurs.  In  fact,  we  have  just  disposed  of  the  Daly 
Ditch  water  project  to  the  local  water  users  association.  The 


1U 


Department  continues  to  make  an  effort  to  turn  over  its  projects  to 

local  water  users  or  land  owners  when  possible  and  within  budgetary 

constraints. 

RECOMMENDATION  #24 

WE  RECOMMEND  THE  DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION: 

A.  TRANSFER  ADMINISTRATIVE  RESPONSIBILITY  FOR  ALL  OF  ITS  LEASES  NOT 
DIRECTLY  RELATED  TO  ITS  MISSION  TO  THE  DEPARTMENT  OF  STATE  LANDS. 

B.  ESTABLISH  LEASE  RATES  FOR  ANY  RETAINED  CABIN  SITE  LEASES  AT 

5  PERCENT  OF  THE  APPRAISED  VALUE  OF  THE  SITE  WITHOUT  ANY  IMPROVEMENTS. 
RESPONSE 

A.  The  Department  concurs.  However,  we  will  maintain  responsibility 
for  leases  that  directly  affect  the  operation  of  the  water  projects. 

B.  The  Department  does  not  concur.  The  rates  charged  should  reflect 
the  terms  of  the  leases.  Our  leases  are  subject  to  immediate  cancella- 
tion by  the  Department  to  enable  the  reservoir  level  to  be  raised. 

The  Department  only  administers  9  leases.  It  is  unlikely  that  the  cost 

of  appraisals  would  justify  any  increased  revenues. 

RECOMMENDATION  #25 

WE  RECOMMEND  THE  DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION  SUBMIT 

OWNERSHIP  INFORMATION  ON  ALL  PROJECTS  NOT  IN  THE  CENTRAL  FILE  INDEX  TO 

THE  DEPARTMENT  OF  STATE  LANDS. 

RESPONSE 

The  Department  concurs.  We  have  previously  submitted  this  information 
and  will  resubmit  the  information  on  projects  the  Department  of  State 
Lands  does  not  have  on  file. 


115 


